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FOREWORD 


Lanp problems, as the most fundamental of all real estate problems, may be 
said to have had their origin with the eviction of Adam and Eve from Paradise. 
From that fateful day, whenever it was, in the history of mankind down to the 
present, man has had to put forth effort to wrest from niggardly Mother Earth the 
wherewithal to satisfy the material wants of his ever increasing numbers. There 
has been no great movement in history, from the conquest of ancient Egypt by the 
nomadic shepherd kings, through the migrations of the Dark Ages, down to the 
World War, which has not been identified with man’s struggle for the possession of 
land and the services of land. 

The invidious distinction attached to the control over land has grown in im- 
portance with the multiplication of its uses. ‘These uses have increased in number 
most rapidly during the past century and a half, since the advent of the Industrial 
Revolution. Not only does land continue to be the source of man’s food supply; 
its many other productive powers which have been discovered are the very founda- 
tions upon which our complex civilization is established. 

It is the purpose of the present volume to indicate some of the many complex 
economic and social problems incidental to man’s uses and abuses of some of the 
productive properties of land. Since these problems deal not only with rural land 
usage, but also with urban land utilization, they have been designated “Real 
Estate Problems,” to indicate that they involve not merely land, but also that 
which has been more or less permanently combined with land, the so-called im- 

provements on land. Space does not permit an exhaustive treatment of the many 
land problems arising from the possible exhaustion of our natural resources. In 
general, the articles are limited to a discussion of some of the outstanding issues 
connected with the present day utilization of urban and rural real estate in the 
United States. 
\ Without the wholehearted codperation of the contributors, the present volume 
would have been impossible. Whatever merit it may possess as a contribution to 
a better understanding of many present day real estate problems is entirely due to 
their efforts. 


KARL SCHOLZ. 
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S used by economists, the term 
A “real estate” is at the same 
time more comprehensive and in some 
respects less inclusive than the term 
“land.” Land has been defined to 
include not only the solid, physical 
surface of the earth, but all such fac- 
tors as mineral deposits, fertility of 
soil, natural produce, wild animal life, 
bodies of water, climate, and so forth, 
which are attributes of land. It is 
questionable whether or not the term 
“real estate,” in common parlance, is 
extended to embrace wild animal life 
and climate, although these may 
affect the value of land. On the other 
hand, real estate includes all improve- 
ments of a permanent nature erected or 
constructed upon land, such as build- 
ings and wharves, which are called by 
some economists “capital,” and by 
others, ““consumers’ capital,” or “in- 
strumental capital,” depending upon 
their nature and use. 


Reau Estate AND REAL PROPERTY 


Legally, real estate, or realty, is 
limited to the physical land—buildings 
and improvements thereon, minerals 
therein, and natural produce growing 
on the land—which is not the result of 
annual cultivation; while real property 
has to do with rights of title or control 
over realty, generally those rights only 
which have a duration of a life or a 
lifetime. To this there are certain 
exceptions. For example, a ground 
rent having a duration less than that of 
a life is, nevertheless, real property. 
These rights include not only title to 
the physical land, but certain intan- 
gibles, as easements and riparian rights. 


By W. Cartron Harris 


Assistant Professor of Finance, University of Pennsylvania, Philadelphia, Pennsylvania 


The terms “realty,” “‘real estate,” 
“real property” are frequently used — 
interchangeably in common speech and — 
in non-legal publications. 

Land lying under water is real estate, 
and title to such land gives to its 
possessor certain privileges in respect 
to the water, but whether or not the 
water itself may be properly called 
real estate is open to debate. Cer- 
tainly, it cannot be owned in the same 
sense that other commodities may be 
owned. ‘Title to water is dependent 
upon taking the water into physical 
possession. If it escapes, title to it is 
gone. For example, if a lake lies 
within the boundaries of a person’s 
land, the owner has title to the under- 
lying land and has the right to use the 
water of the lake for any purpose, but if 
the water overflows to another person’s 
land all title to it and rights over it are 
lost. 

Land is of fundamental importance 
as the basis of man’s economic and 
social life. Not only does mankind 
live upon it, but it is the source of all 
material wealth. So self-evident is this 
fact that its elaboration is unneces- 
sary. Real estate, that is, land and 
improvements thereon, constitutes 
more than one-half of the wealth of the 
United States, according to the 1920 
report of the Bureau of the Census. 
At that time realty of all classes con- 
stituted fifty-five per cent of the total 
wealth of the United States. Further- 
more, forty and nine-tenths per cent of 
the dwellings, and sixty-two per cent of 
the farms, were occupied by owners. 
Not only is the ownership of real estate 
widely distributed in this s country, but | 


and 
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_ realty furnishes extensive security for 
‘investments in the form of mortgages 
_and bonds, which are widely held by the 
general public. Taxes on real estate 
constitute the main source of income 
for most municipalities, townships, 
boroughs, and counties, and some part 
of the income of most states. These 
considerations clearly indicate the 
primary value and need for study and 
research into real estate problems and 
their solution. The proper utiliza- 
tion of land is essential for economic 
and social well-being. 

Land differs in kind, quality, and 
location, and such differences result in 
varying uses, which may be made the 
basis of economic classification. There 
is no standardized classification of 
land, but there are four fairly obvious 
major divisions, namely, agricultural 
land, mineral land, forest land, and 
urban land. Some writers add water 
resources as a fifth division. These 
may in turn be almost indefinitely sub- 
divided, depending upon the purposes 
of the classification. For example, 
agricultural land may be subclas- 
sified, depending upon the particular 
agricultural use it is best fitted to 
serve, as land suitable for cotton, 
grain, truck farming, pasturage, fruit 
growing, and so forth. Minera! land 
may be subclassified in accordance 
with the specific mineral contained; 
forest land, according to the character 
of the wood; urban land, according to 
its suitability for certain types of 
utilization, as residential, commercial, 
industrial, institutional, and so on. 
This classification, based on use, may 
be supplemented by a classification 
into public and private land which is 
based on ownership. This suggests 
some additional uses for publicly owned 
urban land, as for transportation, 
recreation, education, and _ political 
administration. 

Any classification of real estate 


which may be adopted suggests certain 
problems related to each class. For the 
purpose of this introductory article, 
however, only a few of the major 
problems will be mentioned, together 
with the lines of study or effort along 
which their solutions may be sought. 
Real estate is so all-pervasive in its 
nature that problems may be proposed 
which relate to real estate, but are 
distinctly problems lying in other 
fields. For example, real estate in- 
cludes mineral lands, but problems 
connected with the technology of min- 
ing would hardly be considered as real 
estate problems. 


Lecat Proptems an 

The purpose of this volume is to 
discuss the economic aspects of real 
estate; therefore, the numerous legal 
problems of interest and concern to 
lawyers cannot be treated in detail. 
The major legal problem related to 
economic and social welfare, in this 
régime of private ownership of prop- 
erty, has to do with the security of 
titles and the undisturbed possession 
of land. Security of title is to a con- 
siderable extent dependent upon the 
system of recording titles, which has 
reached, in general, a fairly high degree 
of excellency. There are some defects 
in it, however. Forged or fraudulent 
instruments purporting to pass title 
may be recorded, but they are not 
validated by the act of recording, and, 
in consequence, the actual title may not 
correspond to the state of the record. 

In the larger cities, the risk of de- 
fective titles is minimized by the oper- 
ations of title insurance companies, 
but such companies rarely operate in 
country districts. A number of states 
have attempted to remedy the defects 
of our recording systems by instituting 
the so-called “Torrens System of Land 
Registration,” in which the record title 
is in all cases sustained and an indem- 
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nity fund under the operation of the 
state is established for the benefit of 
those injured by errors in the record. 
This system is extensively used in the 
British colonies, but has made little 
headway in the United States. 

In regard to legal real estate prob- 
lems, it may be of interest to point out 
that they originate largely from the 
conservative lag of the law behind 
social and economic changes. Real 
estate law had its origin in the feudal 
system, and there are still traces of that 
origin in our legal practices which 
conflict with our present day theory of 
allodial ownership. Again, the law 
crystallized in a period dedicated to the 
sacredness of individual property 
rights, so that social measures of 
control in the nature of public restric- 
tions, community planning, zoning, 
and so forth, have had to fight their 
way gradually by means of legislation 
and sometimes by means of constitu- 
tional amendments. 

Much of our law is court-made law, 
as distinguished from legislation, and 
the courts are bound by precedent. 
Consequently the law is modified but 
slowly to meet changing conditions. 
For example, the theory of ownership, 
developed before our mastery of the 
air, gave to the owner of the soil title 
to an indefinite extent upwards. This 
resulted in no practical disadvantage, 
as the space overhead was not used 
above the level of buildings. The 
modern use of aircraft will, of necessity, 
bring modifications of this law. The 
courts, bound by precedent, are in diffi- 
culties, and under a strict interpreta- 
tion of the old law airplanes are com- 
mitting innumerable acts of technical 
trespass. This problem calls for legis- 
lative solution, probably along the lines 
of declaring the airways free above a 
certain height, with perhaps the addi- 
tional establishment of definite lanes 
for travel. 
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The International Air Convention of 
1919 announced the principle of com- 
plete and exclusive state sovereignty in 
the air space superincumbent upon its 
domains. The Federal Air Commerce 
Act declares that the air space above 
certain altitudes to be designated by 
the Secretary of Commerce shall be 
open and free to all aérial navigation. 
The right of ownership to the air space 
is not touched upon, but a right in the 
nature of an easement is apparently 
created in favor of the air navigator. 
Analogous legislation has been passed 
by a number of states. 

It remains to be decided whether the 
air space will be considered public prop- 
erty similar to navigable waters, or 
whether the title of the surface owner 
to the space above will be maintained. 
If the courts take the latter view the 
exercise of the right of eminent domain 
must be invoked to establish public air- 
ways for commerce. Several decisions 
by lower courts would seem to indicate 
that the air space above a man’s prop- 
erty will not be considered to be ow ned 
by him absolutely. . 


FINANCIAL PROBLEMS 


The problems of financing real estate 
are of great social and economic signifi- 
cance, primarily because the cost of 
real estate is high in relation to expen- 
ditures for other commodities. The 
widespread ownership of homes is so- 
cially significant and should be encour- 
aged. A large portion of the cost of 
such homes must be financed by finan- 
cial institutions in order to enable the 
home owners to pay for them over a 
period of years. Financing the acqui- 
sition of homes up to fifty per cent or 
sixty per cent of their cost can normally 
be accomplished through the ordinary 
financial channels of banks, trust 
companies, and mortgage companies, 
engaged in lending money on the 
security of first mortgages. The prob- 
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lem from the standpoint of the home 
owner is one of financing the equity 
above the first mortgage. In some 
states, this is partially accomplished by 
the organization and the operation of 
building and loan associations which 
lend money on the security of second 
mortgages which are amortized over a 
period of years. In many states, 
however, building and loan associations 
are limited by law to the extension of 
loans on first mortgage security. In 
these states, the second mortgages may 
be granted by second mortgage com- 
panies or may be obtained from private 
investors, real estate brokers, or the 
former owners of the properties, who 
occasionally take back second mort- 
gages representing a portion of the 
purchase price. The cost of such sec- 
ond mortgage financing, however, is 
high, and some form of group financing, 
after the manner of building and loan 
associations, operated not for profit but 
for the benefit of the members of the 
group, is probably the best solution of 
that problem. 

Problems of financing real estate, 
however, extend beyond the financing 
of the equities of home owners. An- 
other problem is presented in the 
financing of large commercial real 
estate operations, as for example, 
hotels, office buildings, loft buildings, 
and apartment houses. With the 
growth of the skyscraper and with the 
rapidly mounting cost of land in the 
central sections of our large cities, 
the problem of such financing has 
become acute. Mortgages are re- 
quired in sums so large that only 
comparatively few of the large financial 
institutions can afford to take them. 
Until recently, there has been no 
standard method of splitting the 


mortgage into fractional parts, making 
them available to the average investor, 
as has been the practice of corporate 
financing in other fields. 


If a railroad 


ve 
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company needs ten million dollars for 
capital purposes, it is not faced with 
the problem of finding a financial in. 
stitution large and strong enough to 
advance that sum from its own re- 
sources. It issues bonds in convenient 
denominations totaling ten million 
dollars and disposes of those bonds to 
the investing public through the chan- 
nels of investment banking houses. 


MortGaGe CoMPANIES 


Mortgage companies have been or- 
ganized to perform analogous services 
for large commercial real estate un- 
dertakings. A mortgage aggregating 
sixty to seventy-five per cent of the 
total cost will be executed in favor of 
the mortgage company, and this mort- 
gage will secure the issuance of bonds 
in convenient denominations totaling 
the amount of the mortgage. The 
bonds may then be sold with or without 
the guaranty of the mortgage company. 
The great disadvantage of this process 
has in the past been the non-liquidity 
of these bonds. ‘They are not generally 
qualified for listing on the exchanges 
and their resale by the original pur- 
chaser has been a matter of some diffi- 
culty, although occasionally the issuing 
mortgage company has provided some 
sort of market for the resale. Further- 
more, it leaves unsolved the problem of 
financing the equity above this mort- 
gage. Occasionally, corporations have 
been formed which issue stock repre- 
senting this equity, but that stock, in 
turn, has suffered from lack of liquidity 
and from the absence of organized 
markets for its resale. 

An effort to meet this problem has 
recently been made by the organization 
of the Real Estate Securities Exchange 
in New York City. While the organi- 
zation has been accomplished, the Ex- 
change is still in an experimental stage. 
To meet the problem of equity financing 
in large real estate undertakings, certain 
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codperative plans have been put into 
effect, such as the coéperative apart- 
ment movement and the Fred F. French 
plan in New York City. The Na- 
tional City Bank, in coéperation with 
other financial institutions in New 
York, has recently announced a plan to 
finance the construction of large real 
estate undertakings without any mort- 
gage financing. The total cost is to 
be covered by the issuance of stock 
which is to be given liquidity by listing 
on the Real Estate Securities Ex- 
change. The success of this plan has 
still to be demonstrated. 

Problems of real estate financing are 
by no means limited to urban localities, 
but the problems of agricultural financ- 
ing have received wider recognition. 
Certain private and semi-public finan- 
cial institutions have come into exist- 
ence to meet this problem, notably, the 
Federal Farm Loan system and the 
Joint Stock Land Banks, organized 
and operated for the purpose of mak- 
ing available to farmers at a reasonable 
cost first mortgage money. The whole 
problem of financing real estate is tied 
up with the social problem of tenancy 
versus ownership. If the conclusion 
is reached, as seems inevitable, that 
from a social and economic viewpoint 
home ownership and farm ownership 
are superior to any existing form of 
tenancy, then adequate and reasonable 
means of financing must be placed at 
the disposal of the home and farm 
owners. 

Although home ownership is to be 
encouraged, a large measure of tenancy 
is, nevertheless, inevitable. During 
the World War, home-building did not 
keep pace with the growing population, 
and the housing situation became acute 
in many localities, leading to excessive 
increases in rentals. As a_ result, 
various a of public rent control 


measure of success. 


Extensive 


building operations in the years fol- 
lowing the war brought their own eco- 
nomic remedy, and the agitation for 
rent control has diminished. With the 
exception of periods of national emer- 
gency, there does not seem to be 
any adequate reason at present for 
public interference in this field with 
the free play of the laws of supply and 
demand. 


TAXATION PROBLEMS 


Of equal social importance are prob- 
lems relating to real estate taxation. 
Since real estate is immovable and is 
not subject to concealment, it is pe- 
culiarly suitable for taxation, from an 
administrative point of view, and the 
largest part of the revenues of political 
subdivisions is acquired through real 
estate taxes. The tax problems of 
social importance are largely those of 
the equitable imposition of such taxes 
in a manner to equalize the tax burden 
and to make possible the free develop- 
ment of land utilization without dis- 
couraging such development by undue 
tax burdens or overstimulating develop- 
ment by excessive taxes on undeveloped 
land. Real estate taxes in this coun- 
try are generally imposed upon real 
estate values rather than upon income 
derived from the ownership of real 
estate, and the question of the proper 
ascertainment of the value subject to 
tax immediately presents itself. Par- 
ticularly pertinent is the problem as to 
whether or not the value resulting from 
the potential future income derivable 
from the site should be taxed at the 
present time. 

The Ricardian doctrine of rent, 
namely, that rent is a differential sur- 
plus largely, or in whole, unearned, 
has led to the promulgation of certain 
theories of land tax which usually go 
under the name of the “single tax.” 
In detail, these plans vary all the way 


from proposals to tax the future un- 
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earned income of land, to proposals to 
absorb the past unearned income, 
which would practically amount to 
confiscation and would lead to systems 
of land nationalization. 


VALUATION PROBLEMS 


 Intimately related to problems of 
financing and taxation, and cutting 
across the entire field of the real estate 
business, is the problem of ascertaining 
the value of real estate; the evidence 
upon which real estate values should be 
based; and the proper use of that evi- 
cence in order to reach the final result. 
The value of land results, in large 
measure, from the utilization to which 
that land may be put both now and in 
the near future, and the value in turn 
reacts upon utilization. The public 
does not know enough about land 
values, and its lack of knowledge puts 
it to some extent at the mercy of un- 
scrupulous real estate operators. This 
ignorance makes possible the recur- 
rence of unhealthy bursts of land 
speculation at various times and places, 
which results in widespread loss, in 
placing large quantities of land in weak 
hands, and in a reactionary prejudice 
against the real estate business. One 
of the reasons for the lack of knowledge 
of real estate values is the concealment 
of real estate selling prices. Many 
brokers realize this, and _ tentative 
efforts have been made by certain real 
estate boards to induce the brokers to 
report selling prices, and, in that way, 
to build up a body of public records 
which would be of enormous service to 
the appraisers and the public officials 
valuing the land. Although some 
steps along this line have been taken, 
they have not extended very far. 


Many professional appraisers discour- 
age any extension of public knowledge 
of real estate selling prices, fearing that 
it would make their services unneces- 
sary, and there are still numerous 
brokers who believe that their success 
in the real estate business is to some 
extent dependent upon public igno- 
rance of real estate values. 


SociaAL PROBLEMS 


Important social problems intimately 
related to real estate have resulted 
from the rapid growth of cities in the 
past half century. This has led to 
overcrowded and slum_ conditions, 
which are detrimental to general 
health and welfare; to traffic conges- 
tion, which has been accentuated by 
the rapid development of the automo- 
bile; and to the unorganized extension 
of building operations without any 
uniform and consistent plan. These 
problems are being met by independent 
municipal efforts along lines of regional 
and city planning, zoning ordinances, 
and improved building codes. 

Although this volume is not designed 
to treat of the real estate business and 
its problems as such, nevertheless, 
much should be made of the very 
laudable efforts to improve _ the 
ethical standards and practices of the 
business through the organization, by 
real estate brokers, of real estate 
boards, city, state, and national in 
scope; through the movement toward 
the extension of real estate education 
in colleges and schools; and through 
legislative enactments requiring the 
licensing of brokers, establishing stand- 
ards for the admission of applicants 
into that field, and creating some form 
of state control over their operations. 
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ESEARCH in real estate may be 

, divided for practical purposes 
into two main divisions, depending 
upon the objectives of the individual re- 
search projects. One of these divisions 
is identified very clearly with public or 
social purposes, because the chief aim of 
the studies falling into this classification 
is to discover facts and principles which 
will enable the community as a whole 
to realize a harmonious and properly 
proportioned development of its real 
property resources, thus bringing about 
the most efficient and the most durable 
development and utilization of that 
portion of the community’s wealth 
represented by realestate. The second 
of these divisions is characterized by 
the fact that studies under this classi- 
fication, in the main, have private 
purposes and objectives in the dis- 
covery of facts and principles which will 
be useful primarily in the successful 
development of individual or of private 
real estate projects. 

The two divisions, therefore, have 
much in common in so far as they are 
concerned with the discovery of princi- 
ples for better development and utiliza- 
tion of the real property resources of 
the community. 


TREND TOWARD SOUNDER POLICIES 


One of the most significant results of 
this comparatively new field of re- 
search is the clearly discernible trend in 
the last few years toward sounder 
policies in the promotion, the de- 
velopment, and the ultimate utility of 
an increasing number of real estate 
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al Estate 


building and development projects, 
and there are indications that the goal 
of this tendency will be ultimately to 
transfer real estate from the class of 
properties which have generally been 
considered speculative to the class of 
conservative investments. This tend- 
ency has received great impetus, for 
example, by the adoption on the part 
of the National Association of Real 
Estate Boards of standards of appraisal 
practice under which speculative valu- 
ations are practically prohibited be- 
cause the rules governing appraisal 
procedure admit as evidence of value 
only definitely ascertainable data. 

The most practical benefits of real 
estate research will not be realized on a 
large scale until the principles underly- 
ing the proper use and the sound devel- 
opment of real estate are grasped by the 
real estate buying and selling public, 
as well as by real estate operators, 
brokers, builders, financiers, and archi- 
tects. Under the lash of a frozen 
market, for the past few years all of 
these groups, including the general 
public, have learned one very profound 
lesson, namely, that real estate cannot 
permanently be treated as a speculative 
commodity. Real estate values have 
no validity apart from the actual uses 
to which individual properties are, 
or may be, put. Consequently, we 
have learned that an ordinary residen- 
tial lot in an undeveloped community 
cannot be worth five thousand to 
ten thousand dollars, and that no one 
is justified in paying more for a busi- 
ness property than the reasonable 
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net earnings of the property will war- 
rant. 

The realization that something was 
wrong with the blind operations which 
have characterized real estate develop- 
ment projects in the past has led to a 
growing and widespread hunger for 
knowledge of the causes of the success 
or failure of real estate undertakings, 
and a growing willingness to conform to 
sound principles through which the 
enormous losses of the past may be 
minimized. 

The division of real estate research 
under the general headings of public 
and private purposes, suggested above, 
does not serve as a clean-cut division 
for the agencies and the institutions 
conducting research in this field. Col- 
leges and universities, which naturally 
interest themselves primarily in the 
social aspects of research problems, 
are engaged in a good many research 
projects which will be of primary in- 
terest to real estate developers. On 
the other hand, a national trade asso- 
ciation like the National Association of 
Real Estate Boards compiles and pub- 
lishes semi-annually a survey of the 
real estate market for the United 
States and Canada, setting forth such 
data as the relative supply of buildings 
of various types, the demand and the 
supply of money, the trend of interest 
rates on real estate loans, and other 
data designed primarily to have a 
stabilizing effect upon the real estate 
market. 

The field of research in real estate is 
still so new that it would be premature 
to undertake the construction of what 
might be compared to a contour map, 
showing the exact extent and volume of 
its achievements. While much has 
been done in adapting general economic 
principles to the real estate field, the 
comparatively small amount of really 
scientific work which has so far been 
completed must be characterized as 


scattered, piece-meal efforts to solve 
here and there a few of the more pres- 
sing problems, rather than as a compre- 
hensive structure dealing with all the 
major questions existing in this field. 


Scarcity oF Pusiic Recorps 


It would not be quite fair, however, 
to leave the impression that research 
workers in this field have not accom- 
plished all that could reasonably be 
expected with the data available. Very 
few realize how difficult it is to secure 
adequate data on any important prob- 
lem having to do with real estate. 
While real estate represents the most 
important and the most valuable 
single class of wealth in the United 
States, it is impossible, for example, to 
compile anything like a satisfactory 
inventory of our real estate resources, 
not to mention a classification of these 
resources into the large number of 
major categories into which urban 
and rural real estate should be grouped. 
Even the aggregate value of real estate 
in the United States is nothing more 
than the best estimate which our 
census statisticians are able to com- 
pute. It is even more difficult to 
determine the return which various 
classes of properties in the community 
yield, the rates of absorption of new 
properties, or the volume of turnover. 
There are not more than two or three 
states in the Union in which sale and 
selling prices are available in public 
records. The scarcity of public rec- 
ords, combined with very inadequate 
and unsystematic private records and 
accounts on real estate, make it ex- 
tremely difficult to get the data needed 
for solving most of the questions which 
arise. Under this handicap, it is 
surprising that so much creditable 
work has been done. As public rec- 
ords gradually give us more facts 
about real estate and as real estate 
accounting becomes more general and 
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standardized, we may hope in time to 
be able to solve a great many more 
problems than we can solve at present, 
and to be able also to prove or disprove 
popular opinions and assumptions, 
many of which are false and unsound 
and only lead individuals as well as 
our public authorities into trouble. 


AGRICULTURAL LAND 


To date the most thoroughgoing, 
systematic research has undoubtedly 
been made in the agricultural field. 
In this branch of the subject, the 
Bureau of Agricultural Economics of 
the United States Department of 
Agriculture has done more than any 
other agency in supplying the agricul- 
tural interests with current information 
about agricultural conditions designed 
primarily to facilitate the regulation 
of the production and the marketing of 
farm products. In the field of studies 
dealing with agricultural land utiliza- 
tion and land policies, the chief credit 
must be given to the universities, 
particularly the University of Cali- 
fornia, Cornell University, Kansas 
State Agricultural College, the Insti- 
tute for Research in Land Economics 
and Public Utilities at Northwestern 
University, the Oklahoma Agricultural 
and Mechanical College, the Oregon 
State Agricultural College, Purdue 
University, and the University of 
Wisconsin. 

Second in importance to the work of 
the universities in the compilation of 
land utilization surveys and the formu- 
lation of public land policies are such 
undertakings as the Michigan Land 
Economic Inventory, carried on by the 
Land Economic Survey Division of the 
State Department of Conservation, 
and the Comprehensive Survey of 
Rural Vermont. The Michigan and 
Vermont surveys are intended to fur- 
nish the basis of a comprehensive and 
constructive land policy for these two 


4 


states. The majority of the studies 
carried on by the universities whose 
work is being done chiefly in the fields 
of taxation, land values, land tenure, 
and land utilization, as a rule cover only 
certain selected typical areas, such as 
counties, with a view to drawing from 
these studies conclusions which may be 
applicable on a larger scale. 

The great bulk of this work, it will be 
noted, lies in the field of rural problems. 
Less than half of the replies received, 
in response to a letter of inquiry 
sent to universities in which research 
studies in real estate and land eco- 
nomics are being carried on, made any 
mention of studies pertaining to the 
urban field. At the University of 
Michigan graduate students are work- 
ing on long-term leases, real estate 
subdivision accounting, an economic 
history of selected subdivisions, fluctu- 
ations in residential rents in Ann 
Arbor, influences affecting growth of 
Michigan cities, and methods of social 
control of platting and improving real 
estate adjacent to large cities. 


Ursan LAND 


Urban land studies completed or 
under way in the Institute for Research 
in Land Economics and Public Utilities 
at Northwestern University include the 
use of deed restrictions in new subdivi- 
sions, financial policies in subdivision 
development, merchandising methods 
in subdivisions, public control in sub- 
division development, taxation of real 
estate in Cook County, the growth 
and shift of retail districts in subdivi- 
sions and towns of the Chicago region, 
the effect of public improvements on 
land values, the economic aspects of 
housing in the United States since the 
war, and the cyclical nature of sub- 
division activity in the Chicago region. 
At the University of Pennsylvania 
major studies are in progress on the 
effect of parks on land values, the legal 
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basis of real estate assessments, and 
causes of declining land values in 
certain sections of Philadelphia. ‘The 
University of Wisconsin is making a 
survey of Madison, and Boston Uni- 
versity is making a study of newspaper 
real estate advertising. 

In addition to these more specialized 
urban and agricultural studies, a 
number of colleges and universities are 
engaged in real estate investigations 
which might be characterized as mis- 
cellaneous. Thus, the University of 
Michigan is at present engaged in a 
study of European housing conditions: 
Rollins College has under way an 
economic study of Florida from 1916 to 
1926; Oklahoma Agricultural and \‘e- 
chanical College is studying the eco- 
nomic progress of farmers, as well as the 
extent to which farmers move about 
from place to place; while the Univer- 
sity of Wisconsin is making a special 
study of recreation as a form of land 
utilization. 

The research projects, and the in- 
stitutions listed above as conducting 
research in real estate, do not consti- 
tute an exhaustive catalogue of the 
research work which is being done in 
the United States in the general field of 
real estate and land economics. One 
of the principal branches of what 
should perhaps be termed a branch of 
real estate research is the work now 
being done by a large number of finan- 
cial and real estate organizations 
which are constantly making investiga- 
tions to guide them in formulating 
policies for their own individual proj- 
ects. In the aggregate, this represents 
perhaps the greatest single course of 
data that we have today. This type 
of information, growing directly out of 
actual experience in the field, is all the 
more significant because it represents 
the conclusions reached by thoughtful 
and experienced men who, after careful 
study of similar cases, must make the 
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decisions governing the actual develop- 
ment of projects of all types. 


Aw ImportANtT REFERENCE Work 


The most important collection of 
this information is contained in The 
Annals of Real Estate Practice, pub- 
lished annually by the National Asso- 
ciation of Real Estate Boards. This 
annual volume, of more than one 
thousand pages, consists of the leading 
papers and research studies prepared 
during the course of the year by the 
ablest leaders in the real estate busi- 
ness, and represents the newest and the 
most constructive thoughts with refer- 
ence to all the principal phases of the 
real estate business put forth during 
the year. Among the research studies 
made during the past year by the Na- 
tional Association of Real Estate 
Boards, reports of which are published 
in The Annals of Real Estate Practice, 
is a survey based on reports from one 
hundred and eleven cities on the esti- 
mated economic life of various types of 
real estate improvements, a study of 
the yield of mortgage investments of 
one hundred and four leading life 
insurance companies compared with 
the yield of investments of the same 
companies in stocks and bonds, and a 
manual of directions for making local 
real estate market surveys showing a 
detailed inventory of all types of 
properties in each city and a survey of 
vacancies in each class of property. 

While the projects cited above, 
therefore, are not an exhaustive com- 
pilation of all that is being done in the 
field, the studies referred to do repre- 
sent a very good cross section of the 
type of work in progress. 

The ultimate objective of the entire 
program, whether viewed from the 
social or the private point of view, is 
the minimizing of losses and the pro- 
ducing of maximum utilities in real 
estate through more intelligent plan- 
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ning and building. The development 
of the United States during the past 
century moved forward with a rapidity 
unequaled in the history of the world. 
Very little thought was given to the 
planning of this development, and 
consequently the results both in rural 
and urban developments show very 
little forethought in planning and 
proper proportioning. 

As long as the country was develop- 
ing with unprecedented rapidity, many 
of the mistakes were covered up by the 
rapid succession of waves of develop- 
ment which in any event quickly 
rendered many _ projects obsolete, 
whether they were good or bad. The 
result has been that we have had an 
enormous amount of replanning and 
rebuilding in many of the older com- 
munities, together with an abandon- 
ment of many premature or ill-advised 
undertakings, the remains of many of 
which are still in evidence in many 
communities. 


RESEARCH DEVELOPMENT IN REAL EstaTE 


While in the past this rapid develop- 
ment and enhancement in values has 
helped to blot out many of our worst 
mistakes, the time has come when, on 
account of the enormous values in- 
volved, the consequences of blind and 
haphazard developments are becoming 
constantly more serious. The growing 
recognition that every new project 
must stand on its own feet and must 
repay its own investment without the 
aid of speculative increases in value is 
the most wholesome and reassuring 
aspect of the entire real estate world as 
it appears today. Never before has 
there been such a demand for knowl- 
edge and information in guiding the 
planning and the development of real 
estate operations, ranging from the 
building of single dwellings to the 
planning of whole cities. As a result, 
real estate research today enjoys a 
position of influence and_responsi- 
bility unprecedented in the history of 
the United States. 
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The Economic Importance of Real Estate Classification 


By Apert G. Hinman 


Research Associate, Institute for Research in 


Land Economics and Public Utilities; Assistant 


Professor of Real Estate and Land Economics, Northwestern University, Evanston, Illinois 


HE importance of classification 

has long been recognized in the 
biological and physical sciences. It 
has played a leading rdéle in their de- 
velopment. It has also been recog- 
nized as essential to the development 
of a science of economics. Among 
economists, W. Stanley Jevons per- 
haps stands foremost in emphasizing 
the necessity and nature of scientific 
treatment. He says: “Science can 
extend only so far as the power of ac- 
curate classification extends.”’! Classi- 
fication is essential to the scientific 
method. Karl Pearson places classi- 
fication as the first step in the scientific 
method. He says: “We have defined 
the scientific method to consist in the 
orderly classification of facts followed 
by the recognition of their relationship 
and recurring sequences.” ” 

Land, as a factor in economic pro- 
duction, has not been subjected to 
classification to the extent that have 
other factors. The only excuse for 
neglect in so treating it rests upon the 
assumption that land is homogeneous. 
But, is land homogeneous? Doubtless 
there are not many economists who 
would so characterize it today. De- 
velopment of the study of land econom- 
ics has brought out and emphasized 
the fact that there are many dif- 
ferent kinds of land, and that we must 
determine in what class a given piece of 
land belongs before any policy can be 
laid down respecting it. ‘“‘ Most of the 


1W. Stanley Jevons, The Principles of Science, 
p. 730. 

? Karl 
pp. 18-19. 


Pearson, The Grammar of Science, 


ill-advised policies with regard to land 
have been due to failure to recognize 
this fact about land. As a result we 
have suffered from unscientific treat- 
ment of our land problems.” 8 


CLASSIFICATION OF PuBLic LANps 


Dr. Richard T. Ely, the leader in 
the field of land economics, states that 
“the need for classifying land is a prac- 
tical one and has public as well as pri- 
vate aspects,” and that “neglect of 
classification has been not only a fatal 
defect of public policy, but has also 
doomed to failure many private ven- 
tures in land utilization.” 4 

In his book, A History of the Public 
Land Policies, at the beginning of the 
chapter on the classification of public 
lands, Dr. B. H. Hibbard points out 
that there were meager attempts at 
classifying the land as far back as 
1796. ‘That little progress in classifi- 
cation was made for many decades 
after is indicated in a statement from a 
Government document of a much later 
date which Professor Hibbard quotes: 


It is a curious circumstance that the 
method of doing that which was recognized 
as a necessity when the lands were so 
numerous has not been improved or kept 
abreast of the times and pursued with 
greater particularity when the lands have 
become comparatively scarce and _ the 
necessity for classification therefore the 
greater. 


8’ Dorau and Hinman, Urban Land Economies, 
p. 125. 

*Ely and Morehouse, Elements of Land Eco- 
nomics, pp. 26-27. 

®Sen. Doc., 60 Cong., 2nd Sess., No. 676, 
VI, p. 409. 
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Professor Hibbard describes four 
periods in the history of the classifica- 
tion of public lands. The years prior 
to 1862 constitute the first period. 
They are characterized by the atten- 
tion given to humid lands for agricul- 
tural use which culminated in the 
Homestead Act of 1862. The second 
period covers the years 1862 to 1879. 
The characteristics of this period were 
the attempts to classify more ade- 
quately the mineral lands. Recogni- 
tion of the difference in physical condi- 
tions between the western half and the 
eastern half of the United States, and 
the necessity for a more complete 
classification of land before the re- 
mainder of the public domain could be 
properly disposed of, brought about the 
third period, 1879 to 1906. During 
this period the Reclamation Act of 
1902 was enacted, which recognized 
irrigated land as a distinct class, and, 
through its approval of construction by 
the Federal Government, registered a 
change in opinion from belief in unfet- 
tered private initiative in the construc- 
tion of irrigation works. The policy of 
public ownership of mountain forests in 
the West, largely to conserve the water 
supply for the irrigated lands, also be- 
came well established during this third 
period. ‘The fourth period is charac- 
terized by awakening recognition of the 
need for conserving natural resources. 
Large areas of valuable coal land were 
withdrawn from entry in 1906, and in 
that same year the United States 
Geological Survey undertook detailed 
land classification work. During this 
period the Enlarged Homestead Act of 
1909 and the Grazing Homestead Act 
of 1916 were enacted, which attempted 
to remedy the original Homestead law. 


“The significant feature of this period,” 
says Professor Hibbard, “‘is the fact 
that scientific classification of the pub- 
lic lands has been adopted as prelim- 
inary to their disposal or utilization, 


THE Economic ImporTANCE OF Estate CLASSIFICATION 


13 


and that in this disposal or utilization — 
the duty of conserving the national 
resources is clearly recognized.”’ ® 

From this brief survey of these four — 
periods, it is evident that it has taken 
many years for real recognition of the 
necessity for classification and scientific 
treatment of the public domain to 
develop. Mistakes which have been 
made have forced this recognition. It 
is seen that we are suffering today from 
mistaken policies of years ago as to 
the disposition of our natural resources, 
which could have been avoided if care-- 
ful classification had been used. In 
pointing this out, Professor Ely says: 


For many years the Federal Government | 
made no attempt at all adequate to classify 
the public domain in order to dispose of it 
to advantage. The publicly owned land 
area was divided into 40-acre tracts, and 
during the greater part of our history these 
tracts were generally sold in groups of four, 
called a “quarter-section.” Each tract 
was sold as a unit with little regard to its 
fitness for agriculture, forest culture, 
ranching, or mineral extraction. Petro-— 
leum land was sold on an agricultural basi, 
Forest land was sold to private individuals — 
just as if it were land suitable for growing _ 
grain. Ranch land was disposed of with-— 
out regard for the requirement of large areas 
by the ranching industry. Swamp lands > 
were given to states for reclamation without | 
an adequate survey. California, for ex-— 
ample, received some “swamp land” with- 
out any water on it. Only in comparative- 
ly recent years has the Federal Government 
classified its public domain according to 
fitness for different uses, and that has been 
a partial classification occurring after it had _ 
disposed of the larger part of the public 
domain. Our past public policy of land 
administration would have brought more 
wholesome conditions in the present if more 
adequate classification according to the 
characteristics of the land had preceded the 
disposal of it.’ 


6 B. H. Hibbard, A History of the Public Land 


Policies, p. 493. 
7 Ely and Morehouse, op. cit., pp. 26-27. 
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In summing up the situation as to the 
classification of public land, Professor 
Hibbard says: 


Particularly should the remaining 
public land be classified with respect to its 
agricultural policies. . . . Overproduction 
of farm produce has been the bane of farm- 
ing during the last half century, with the 
exception of a few years—abnormal years 
during the war. How to limit agricultural 
production is a conundrum not yet solved, 
but in any case the Government, states 
included, may well cease helping to create 
from year to year a new crop of submargina! 
farmers. To get submarginal land out of 
the farming category, and into a use for 
which it is fitted, would be a worthy goal 
in a land policy at once desirable and 
attainable.*® 


Thus is indicated the importance of 
land classification in one of the most 
difficult economic problems of today. 


Economic ImportTANCE OF CLASSIFI- 
CATION 


Not only in the field of conservation, 
through right utilization of our natural 
resources, is the economic importance 
of classification being recognized, but 
also in the field of taxation. J. \. 
Van Sickle, writing in the Quarterly 
Journal of Economics, referring to sug- 
gested remedies for the general prop- 
erty tax, says: 

While those remedies are preferable to 
the existing system, they continue for land 
taxation the defect inherent in the general 
property tax. They propose a rule of 
uniformity where there is no uniformity. 
They assume that land is land, whether it 
be agricultural land or residential land, 
forest land or mineral land. As a matter 
of fact, there is as much need for distin- 
guishing between different kinds of land as 
between land and personalty. This need 
is not due to the administrative impossi- 
bility of taxing different types of land at the 
same rate, but to considerations of public 
policy. The very fact that the rule of 


8 Op. cit., pp. 561, 569-70. 


uniformity can be enforced successfully is 
what makes the general property tax 
detrimental to wise land utilization. The 
uniform rule cannot be and should not be 
applied to tangibles and intangibles; it can 
be applied to land, but should not be.® 

Further on in this article, this author 
describes the Austrian land tax as it 
existed before the war. While this is 
not advanced as a perfect method for 
taxing land, it is an example of the 
classification of land for tax purposes, 
Non-residential land was classified into 
eight classes: crop land, meadow, mar- 
ket garden or truck land, vineyard, 
pasture, mountain pasture, forest, and 
lake, swamp, and marsh land. Any 
land not falling into one of these 
classes was either entirely exempt or 
classed for tax purposes with the imme- 
diately adjacent land. Within each 
class provision was made for eight 
grades according to productivity. In 
all there were sixty-four grades of land. 
For every grade of land in every district 
there was an assumed average net in- 
come which an average owner might be 
expected to earn. He was taxed upon 
such an income, whether he derived 
more or less in any given year. Thor- 
oughgoing economic surveys preceded 
the assignment of lands to their proper 
classes and also the figuring of average 
expected earnings. Urban land was 
usually taxed according to its actual in- 
come and at a higher rate than agricul- 
tural and forest land. Land outside 
the city limits held idle for subdivision 
purposes was taxed as the adjacent 
agricultural land, but once subdivided 
and improved, it was taxed according 
to its real income. 

While all of the elements in this con- 
tinental tax system may not be desir- 
able nor applicable in this country, it 
does suggest that we can go much fur- 


°J. V. Van Sickle, “Classification of Land 
for Taxation,” Quarterly Journal of Economies, 
Nov., 1927, pp. 94-95. 
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ther than we have in classifying land 
for tax purposes. Some headway has 
been made in this direction. While 
not setting up any different ratios of 
assessment for the different classes of 
land, the legislature of the State of 
Kansas in 1911 amended the law re- 
lating to the assessment of real estate 
so as to require the county assessor to 
provide each deputy assessor with a 
field book in form to be prescribed by 
the tax commission, and to be arranged 
for the gathering and reporting of such 
facts in relation to real estate and real 
estate values as the commission might 
require. ‘The commission prescribed 
a form of field book setting up certain 
classes of land for which data were to 
be reported. ‘Two main divisions were 
created, one designated as Whole 
Tract,’ the other as “Whole Tract, 
Classified.” The first division was 
subclassified into land that could be 
plowed and tilled, upland, and bottom 
land. The second division was sub- 
classified into pasture (tillable and 
non-tillable), timber (not so used and 
used for pasturage), orchard, arable, 
and cultivated.!° 

The State of Minnesota also set up 
classifications of land in its classified 
assessment law, chapter 483 of the laws 
of 1913. Under this law, 
unmined iron ore is taxable at fifty per cent 
of full value, platted real estate at forty 
per cent, and unplatted real estate at 
thirty-three and one-third per cent of full 
value. 

There are indications, thus, that land 
classifications may play an important 
) réle in future policies of real estate 
taxation. That students of taxation 
recognize a need for classification in 
the general property tax was brought 
out as far back as 1912 in the report, 


“Classification of Real Estate, Kansas Tar 

} Commission. Report of the Sixth Annual Con- 

ference of the National Tax Association, pp. 
355-69. 
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before referred to, of the Kansas Tax 
Commission to the National Tax As- 
sociation. In discussing the existing 
difficulties and inequalities and possi- 

ble remedies, this report said: 7 


To the end sought, a correct classification 
of real estate according to quality is an 
indispensable prerequisite. Such a classi- 
fication with an arbitrary assignment of 
schedule values based in general upon 
market values, the assignment to be made 
by a central county authority, would be 
vastly preferable to the present haphazard 
exercise in many jurisdictions of the sepa- 
rate judgment of a number of assessors in a 


iven county. 
g punt) 
LAND PLANNING 


The thing which is emphasizing the 
economic importance of real estate 
classification more than anything else, 
however, is the development of land 
planning. Land planning is playing a 
larger and larger part in the economic 
progress of land utilization. Planning 
associations and commissions are 
steadily increasing in number and in in- 
fluence. Regional planning is a sub- 
ject of wide interest today, and it has 
greatly broadened the scope of plan- 
ning. It includes not only a plan for 
the city, but also a plan for the region 
surrounding the city, in what has been 
called the metropolitan area. There 
are now indications that the scope of | 
land planning will be broadened still © 
further to include the state and even 
the nation in a large, comprehensive 
plan. 

The economic significance of land — 
planning hardly needs to be empha- 
sized, as it is well recognized. Its aim > 
is to secure the most efficient utilization | 
of land, which is but another way of 
saying the most economically produc- — 
tive utilization of land. If the scope 
of planning is widened to the greatest 
extent, as has been suggested, it will | 
include the remainder of the public — 


DEVELOPMENT OF 
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concerned in the aims of conservation. 
It will, probably, also be concerned with 
policies of taxation, directly if taxation, 
counted as a cost, can be said to have 
any influence upon land utilization, 
and indirectly if a more efficient utiliza- 
tion of land will make possible more tax 
revenue from land. It should be noted 
in this connection, for example, that it 
has been claimed that the tax upon 
forest lands counted as a cost by the 
land owner has forced him to cut his 
timber before it should be cut and also 
that it has caused owners of cut-over 
— land to allow their land to revert to the 
Government rather than pay the tax 
cost of holding it, the Government 
thereby losing all revenue from this 
and. It has been suggested, there- 
fore, that this class of land should be 
- taken over by the Government because 
it can better afford to hold it for the 
long period of time necessary for the 
timber to ripen to the correct stage for 
cutting, or that it should be treated 
differently from other classes of land in 
tax policies. It has also been claimed 
that in certain states agricultural lands 
have been allowed to revert to the 
Government because the farmers could 
not pay the taxes. The writer is not 
implying any particular position with 
regard to these claims and suggestions. 
He merely uses them as examples to 
indicate that land planning to secure 
conservation through right utilization 
may have to consider land classifica- 
tion with regard to tax policies. 

If we recognize the economic impor- 
tance of land planning, we must also 
recognize the economic importance of 
land classification. Classification is a 
concomitant of any scientific procedure 
in land planning. In classifying land, 
however, full regard must be given to 
the economic considerations involved. 
It has been said that merely technical 
engineering factors have too many 
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_ domain and all privately owned lands 


times been almost the sole considera- 
tion in planning. This criticism has 
been raised chiefly with respect to the 
classification and planning of avenues 
for traffic, that such traffic surveys as 
have sometimes been made have really 
been only quantitative measurements 
of present traffic flow. If these criti- 
cisms be true, remedies based upon 
such analyses may be found to be mis- 
conceived at a later date. We must 
not only know what and where the 
traffic flow is now; we must also fore- 
cast its trend in the future. To 
do this, we must study the economic 
relationship between districts. From 
what districts is traffic coming now, 
and to what districts is it going? Then 
we must analyze the economic factors 
which have located different districts 
where they are and influenced the 
traffic flow. Finally, we must try to 
foresee how economic factors may 
cause changes in these districts in the 
future which will shift the traffic flow. 


ZONING OF DISTRICTS 


Such regard for economic factors is 
equally necessary in the classification 
and establishment of districts by 
zoning. The zoning of districts upon 
the basis of present needs may seriously 
hamper the future development of a 
city and its metropolitan area. It has 
been said that too much zoning has 
been done haphazardly, without plan- 
ning, and that many cities in the 
future will suffer from misconceived 
ordinances of today. Planning, which 
involves classification based upon a 
thorough understanding of economic 
considerations, must precede zoning. 
Zoning ordinances must be understood 
to be only the necessary instruments 
for putting planning into effect. 

In classifying land, it must be real- 
ized that classification is not an end in 
itself. It is useful only when it is 
prepared with a specific purpose in 
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view. Land lends itself to innumerable 
different classifications, any one of 
which could be carried on to indefinite 
limits. There is some danger in classi- 
fying that it may be confused or 
carried on beyond its real usefulness or 
without all ends in view. The purpose 
may not be clear or several different 
purposes may not be properly related. 
Thus, the purpose of classification must 
first be clearly conceived, and then it 
must be studied with regard to other 
purposes of classification. ‘Thus, to 
classify districts for the purpose of 
setting up density of population re- 
strictions, without regard to the classi- 
fication of districts for the purpose of 
setting up construction requirements, 
might lead to serious difficulties. Sup- 
pose, for example, that a certain dis- 
trict were so classified with respect to 
density of population as to permit large 
apartments, and then this district were 
so rated in another classification as to 
permit the erection of structures which 
would be firetraps. Such mistakes 
have been made, and once buildings 
have been erected it is very difficult to 
remedy the situation. The value of a 
classification, thus, is judged by its 
utility for the purpose for which it was 
made in relation to other purposes with 
which its immediate purpose must be 
allied. 

It is the purpose which determines 
the basis upon which a classification is 
made. The general bases for real 
estate classification are the physical, 
thelegal,andtheeconomic. Whenland 
is classified solely upon a physical ba- 
sis, physical characteristics are looked 
for: topography, water area, ground 
area, and so forth. When land is 
classified upon a legal basis, matters of 
ownership are considered : public owner- 
ship, private ownership, and so forth. 
When land is classified upon an eco- 
nomic basis, study is made of the way 
in which man has utiJized the land for 


his economic satisfaction. The eco- 
nomic basis is the most important 
of the three. Economical utilization 
which procures conservation is the real 
aim of planning. Thus, to classify 
land only on physical or legal bases 
would be inadequate. All three bases 
ordinarily should be considered, and a 
very useful composite classification is 
the result. The general classification 
of natural resources set forth below, 
which has been suggested by Professor 
Ely, combines the physical and eco- 
nomic bases: 


SUGGESTED CLASSIFICATION OF © 
NATURAL Resources " 


A. Subsurface appropriation—oil, 
minerals, stones, salt, et cetera. 

B. Surface appropriation. 

1. Site purposes 
Manufacturing 
Mercantile 
Residence 
Recreational 

(b) Building sites, non-urban 
2. Land for agricultural purposes 

(a) Arid land 

(1) Lrrigable 


gas, 


(a) Urban | 


Timber 
Grazing 
Dry farming 
Desert 


(2) Non-irrigable 


(b) Humid land 
(1) Natural appropriation 
(a) Forest and pasture 
(b) Swamps for rice, bay, 
cranberries 
Farm 


(2) Cultivated 


Forest 

3. Land for transportation and com- 
munication 

4. Recreational land 

(a) Natural parks 

(b) Forest and stream = 

(c) Highways 

C. Water and land connected with it. ‘ 


1. Shore lands 


2. Land under water 
3. Riparian land 


‘t Ely and Morehouse, op. cit., p. 30. 
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4. Irrigation water 2, Privately owned 
5. Navigation water (a) Unutilized — 


D. Supersurface appropriation as th (1) Utilizable (economically) 
aeroplane and radio. (2) Unutilizable (economically) 
(b) Utilized 
Another classification, for urban (1) Residential 
land, which has been suggested, re- (a) Multi-family 


(a) Unutilized 
(1) Utilizable (economically) 
(2) Unutilizable (economically) 


From the above suggested classifica- 
tions, it is evident that the three bases 


presents a composite of the three bases, 2) 
physical, legal, and economic: (a) Retail 
4 (b) Wholesale 
| 
2. Privately owned (b) Heavy 
B. Land area. 7 (c) Nuisance 
1. Publicly owned a (4) Institutional | 


(b) Utilized are closely related in the classification 
(3) ‘Theieee dation of land for almost any purpose. It 

(a) Strests would be difficult to conceive of any 
Alleys purpose for classifying land which 
i) (c) Railway rights-of-way would not require consideration of 


(d) Miscellaneous physical, legal, and economic factors. 


(2) Recreation Nevertheless, it is the economic factors, 


(a) Parks in the utilization of land, that are of 

(b) Playgrounds and ath- fundamental significance. This should 
letic fields point out clearly the economic im- 

(c) Beaches portance of real estate classification. 
(3) riya », The reader should note, however, that 


this very economic importance places 
the obligation upon real estate classifi- 
cation that it be properly used, that it 


(b) Libraries and museums 
(c) Auditoriums 
(4) Social Service 


(5) Political administration follow a clear definition of purpose, and 
(6) Municipal enterprise that it include only such factors, but 
all such factors, as make it economically 
Dorau and Hinman, op. cit., pp. 147-48. useful. 


| 

a 


By H. Ten Haken 


Associate Professor of Real Estate Pracitce, Marquette University, Milwaukee, Wisconsin 


COMMODITY which forms the 

basis of all wealth and which is 
also instinctively desired by the entire 
human race can hardly be classed as 
unmarketable. Yet, that is precisely 
what the best-known writers on the 
subject of marketing seem to have done 
in the omission of real estate from their 
discussion of marketable commodities. 
They discuss at great length the mar- 
keting of agricultural products, of 
products of the forests and mines, and 
of manufactured products, but devote 
not so much as a single paragraph to 
the buying, the selling, and the ex- 
changing of real estate, which com- 
prises about sixty-five per cent of our 
national wealth. 


LAND AS A Factor oF PropuctTIoN 


It was my privilege to be associated 
for several years with a prominent re- 
search organization which has adopted 
the slogan, ‘“‘Under All, the Land.” 
These four words express more em- 
phatically than hundreds that I might 
use the basic importance of land in our 
economic system. I do not wish to 
take the writers of treatises on market- 
ing to task too severely, however, for 
ignoring real estate as a marketable 
commodity. Until about ten years 
ago, land as a factor of production had 
received very little attention from 
writers in the field of economics. This 
may have been due to the fact that 
familiarity had bred contempt. All 
of us, from childhood on, have been so 
intimately associated with land that 
we have taken it more or less for 
granted. The other factors of produc- 
tion, labor, capital, and the manager, 


had for years been written about, but 
land, the primary factor, without which 
none of the other factors could con- 
tinue to exist, or could even have come 
into existence in the first place, had for 
these many years been sadly and 
strangely neglected. So it is but nat- 
ural that a discussion of the marketing 
of real estate should, even up to the 
present time, have found no place in 
marketing literature. 

The wording of my title, I believe, 
presupposes that real estate is a mar- 
ketable commodity, and I shall, there- 
fore, not attempt to prove that it is 
such. Suffice it, in the brief space of 
this article, to point out the outstand- 
ing peculiar characteristics of this com- 
modity which are of significance in its 
marketing. It will be left to the reader 
to make his own mental comparisons 
between each one of these and those 
of the generally accepted marketable 
commodities. 

The legal content of the term “real 
estate,’’ or, more precisely, “‘realty,’’ is, 
land and all that is attached perma- 
nently to the land, or so intended. 
There are certain exceptions to this 
rather broad definition, specifically 
defined by statute; but, generally 
speaking, all permanent improvements 
made on the land, such as buildings, as 
well as all appurtenances which have 
been made a part of them or which are 
necessary to their completeness, are 
included in the classification of realty. 
Lack of space compels me to confine my 
discussion to the so-called natural ele- 
ment in real estate, that is, land, and 
more particularly to urban land. 

One of the leading writers in the 
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marketing field divides the charac- 
teristics of marketable commodities 
into three major classes: (1) physical 
characteristics of the commodity; (2) 
characteristics of the production of the 
commodity; and (3) characteristics of 
the use of the commodity. Let us 
analyze urban land from these three 
points of view. 


IMMOBILITY OF URBAN LAND 


The first and most important physi- 
cal characteristic of urban land which 
is of economic significance is its immo- 
bility. This obvious attribute consti- 
tutes at once a market asset and a 
liability. There are a certain number 
of choice sites near the heart of the 
downtown business section of any city 
and a certain number of ideal home 
sites in the high-class residential dis- 
tricts. Conditions remaining as they 
are, these business and residential sites 
need never fear competition from those 
less suitably located. The physical 
immobility of land is a market asset to 
the former sites, and a liability to the 
latter; but each has been lessened by 
the economic mobility of the sites 
which have the less favorable loca- 
tions. By this I mean that although 
the physical location of a particular 
site cannot be changed, its economic 
location can be improved, thus narrow- 
ing the gap which exists between the 
well-located and poorly-located sites. 
As the means of transportation are in- 
creased and the methods improved, 
business centers are being made more 
accessible to the outlying districts, and 
outlying districts are being brought 
closer to business centers. A lot lo- 
cated a distance of ten miles from the 
business section, but only a short dis- 
tance from adequate electric or motor 
transportation, may be more valuable 
for residential purposes than a lot lo- 
cated only one mile away with no 
downtown transportation of any kind. 
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Time, not distance, has become the 
criterion of convenience to the central 
commercial area of the modern city. 
Hence, faster forms of transportation 
have a tendency to offset the obvious 
disadvantage of physical immobility in 
the case of urban land. 

A second physical characteristic 
which rivals the first in the importance 
of its economic implications is that of 
indestructibility. Urban land cannot 
be destroyed. It is true that other 
kinds of land may become less valuable 
through the removal of certain ele- 
ments which give them value. Agri- 
cultural land may lose some of its 
fertility. Forest land may have all of 
the trees cut down and removed. 
Mineral land may have all of its valu- 
able minerals extracted. But all land, 
and particularly urban land, has one 
valuable attribute which nothing can 
destroy, namely, its extent, area, stand- 
ing-room, space, or whatever designa- 
tion it may be given. That is abso- 
lutely not subject to destruction, either 
by the hand of man or by nature. 
Since the principal service which urban 
land renders is to furnish standing- 
room, and since this is indestructible, 
no provision need be made for main- 
tenance or for depreciation. Although 
this fact seems to be a decided advan- 
tage to urban land, considered from the 
investment point of view, it is not en- 
tirely so. One who has invested in a 
depreciable commodity has the oppor- 
tunity of gradually withdrawing the 
amount of his investment from it by 
failure to maintain it. This is some- 
times desirable when the investment 
has proven to be a failure. But, one 
who has invested in the non-de- 
preciable commodity, urban land, 
does not have this option when the 
land has been dedicated to a certain 
use for a number of years by the erec- 
tion upon it of a certain type of 
building. 
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LACK OF HoMOGENEITY 


A third physical characteristic of ur- 
ban land, which follows necessarily 
from its physical immobility, is its lack 
of homogeneity. No two parcels of 
land can be exactly alike, since each 
differs from every other in at least the 
one particular of geographic location. 
To this dissimilarity of units can be 
ascribed one of the several peculiarities 
of the real estate market, as distin- 
guished from almost every other type 
of market. Land is a commodity 
which cannot be standardized, and 
hence there can be no substitution, nor 
short selling. In every transaction, a 
certain particular piece of land is 
bought and sold, which fact precludes 
market quotations from day to day, 
from week to week, or even from month 
to month. The nearest approach to 
such market data is the prices quoted 
for similar lots in a subdivision and for 
frontage on a certain street. Pieces of 
land are also physically dissimilar 
from the point of view of topography, 
although topographical conditions can 
be changed or be modified so as prac- 
tically to eliminate the differences. 

When we come to the consideration 
of the characteristics of the production 
of urban land, we are treading on con- 
troversial ground. ‘There are those 
who maintain that land is not produced, 
but is a free gift of nature. How- 
ever, if we look upon production as 
consisting of the creation of form 
utility, time utility, and place utility, 
we can scarcely deny the fact that be- 
fore almost every urban site is utilized 
there is created by someone either form 
or time utility, or both. Very few 
parcels of urban land are utilized in 
their original form, nor do very many 
escape the transition period between 
agricultural and urban use. Again, 
when a site is changed from one urban 
use to another, time utility is usually 


created by the owner. Someone must 
necessarily hold the land when it is 
first being developed for urban use, and 
make the necessary changes in its form, 
such as, grading, draining, filling, lay- 
ing out of streets, and so forth. After 
all, the production of so-called manu- 
factured products consists of nothing 
more nor less than changing the form of 
certain raw materials furnished by the 
earth. The difference between the 
creation of form utility in a piece of 
furniture, for example, and the creation 
of form utility in a city lot ready to be 
built upon, is only a matter of degree. 
Similarly, one who holds a vacant lot 
until there is a demand for its improve- 
ment, or an improved lot in a lower use 
until there is a demand for its higher 
use, is a creator of time utility no 
different from that created by the fur- 
niture retailer who keeps the piece of 
furniture in stock until there is a de- 
mand for it. 


LARGE-SCALE PropUCTION OF URBAN 
LAND 


The development of our modern 
cities is characterized by large-scale 
production of urban land, which results 
in lower costs per unit. The pur- 
chasers of lots in a large subdivision 
benefit because the overhead costs, as 
well as the actual expenditures for de- 
velopment, are spread over many units 
of the product. Here we have the 
closest approximation to a standardized 
commodity in the real estate market, 
and consequently there are not infre- 
quent sales without inspection. The 
economies incident to large-scale pro- 
duction of residental lots in subdivi- 
sions are probably responsible for over- 
production in this field of real estate 
activity in many cities of the United 
States. In fact, there is very little 
question but that the underlying cause 
of our present dull market is funda- 
mentally an overproduction of various 
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types of buildings and of subdivisions. 
Real estate is a form of wealth which is 
not unique in this respect, but some- 
thing which is a produced and re- 
producible good, in which overproduc- 
tion is just as likely to occur as in any 
other line of industry. 

So far as the method of production is 

concerned, we may say that urban land 
is produced largely by nature, partially 
by hand, and partially by machinery. 
Nature endowed certain geographic lo- 
vations with distinct advantages over 
others, such as, proximity to agricul- 
tural resources, to fishing resources, to 
lumbering resources, to water power re- 
sources, to mining resources, and to 
points of advantage for trade. Other 
respects in which some locations sur- 
pass are the suitability of the soil for 
building construction, and healthful 
climatic conditions. Most of these 
factors have lost much of their impor- 
tance in the determination of the loca- 
tion of our newer cities, but they are 
responsible for the original location of 
the largest cities of the world. lodi- 
fication of the original form of land for 
urban utilization is accomplished both 
by hand labor and by machinery. 
Nature generally produces without 
uniformity, but in the case of land 
within a given urban area, the differ- 
ences are principally those of location 
rather than of physical quality. 

The length of the production period 
of urban land depends largely upon 
whether or not the time is opportune. 
In some cases of premature develop- 
ment of an outlying area considerable 
time elapses before the last lot is sold, 
sometimes as long as five or ten years. 
The holding of these last lots until they 
are wanted by the ultimate consumer 
or utilizer, as I have already intimated 
above, is just as much a part of the 
productive process and of equal signifi- 
cance with the initial surveying, the 
laying out of streets, platting, leveling, 


drainage, or filling. Generally speak- 
ing, the length of the production period 
of urban land is greater than that of al- 
most any other commodity, not except- 
ing those commonly held in storage for 
long periods. We may even say that 
the production of urban land in the 
typical growing American city is never 
definitely terminated. It is actually a 
continuing process, since it is con- 
stantly being improved and even re- 
produced. ‘The process becomes most 
apparent when a site is changed from 
one use to another, but should also be 
recognized when it takes the form of 
merely holding a site out of a possible 
present use for some more economical 
future use. 


CHARACTERISTICS OF USE OF A 
CoMmMMODITY 


The characteristics of the use of a 
commodity, or the characteristics of 
the consumer’s attitude toward it, 
affect marketing channels and methods 
probably to a greater extent than 
either of the two classes of character- 
istics already discussed. Of these the 
scale of consumption, or the quantities 
which individual consumers will pur- 
chase, is no doubt the most important 
and the most significant. The con- 
sumer of urban land, whether he pur- 
chases for his own personal use and 
enjoyment, or for some impersonal and 
productive use, is essentially a small- 
scale consumer, so far as the number of 
units which he will ordinarily buy is 
concerned. One home site or one busi- 
ness site, or one of each, represents the 
average individual’s consumption scale. 
What is more, one purchase in a life- 
time is in many cases the sum total of 
the individual’s purchases of urban 
land. ‘The nature of the demand for 
urban land being such, that is, for one 
unit at a time and only one time for 
most people, presents certain marketing 
problems which [ shall briefly review. 
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states, although no bill was presented in 


The large-scale consumer of urban 
land, as of every other commodity, 
generally possesses considerable knowl- 
edge of its value, its most profitable 
use, its future possibilities, whether his 
knowledge has been acquired scientifi- 
cally or from practical experience in 
dealing with it. Many large-scale 
utilizers employ experts to examine and 
to purchase sites in various urban 
areas. ‘The modern chain store is an 
outstanding example of corporations 
which follow this practice. On the 
other hand, the small consumer gener- 
ally has a very superficial and inade- 
quate knowledge of urban land as a 
commodity in the market, necessitat- 
ing his dependence almost entirely 
upon the word of the local retailer, or 
broker, and upon hisadvertising. Serv- 
ice is of relatively more importance to 
the small-scale consumer than to the 
large-scale consumer because of his 
comparative ignorance of underlying 
hidden factors and of details involved 
in a real estate transaction. 

Another characteristic of the use of 
urban land is that it is used by many 
consumers. Many purchasers call for 
many brokers and a relatively high de- 
gree of specialization in the handling of 
the various types of urban property. 
Commodities purchased by many con- 
sumers are more likely to be subjected 
to a higher degree of social control. 
Real estate is no exception to this 
general rule. Prior to the legislative 
year of 1929, twenty-two states had 
enacted license laws for real estate 
salesmen and brokers, and during the 
past year three others have written 
license laws on their statute books for 
the first time, making license legislation 
effective in more than fifty per cent of 
the states of the Union. Six other 
states had bills introduced providing 
for licenses which failed of passage last 
year, while interest in the license law 
movement was noted in three other 


any of these. This leaves only four- 
teen states in which such interest has 
not been manifested. 

The most remarkable feature about 
this comparatively recent development 
in the real estate marketing field is that 
the initial move toward raising the 
standards of integrity and of conduct, 
which is the object of all license laws, 
has come from those engaged in it 
themselves. The ultimate goal for 
which the large majority is striving is 
the professionalization of the real es- 
tate business. The most important 
reason why the marketing of real es- 
tate should become a profession is be- 
cause a mistake in the purchase of land 
by the one who utilizes it is so serious. 
Many a man, a victim of high pressure 
salesmanship, who has bought poor 
land, or good land at an exorbitant 
price, has shouldered himself with a 
burden which he is not able to shake 
off until death relieves him, and then 
only to have the burden passed on to 
his children. The marketing of real 
estate is constantly becoming more and 
more complex and specialized; hence 
the urgent need of putting it upon a 
higher and higher plane. 


LAND AS AN INVESTMENT 


A last characteristic of the use of ur- 
ban land is that it may be purchased as 
an investment, in which case it is 
looked upon with little personal inter- 
est, and more and larger purchases are 
usually made. As a marketable com- 
modity, it must then stand or fall by 
its own merits or demerits as a form of 
investment. First, let us see what the 
marks of a good investment are, and 
then let us apply these tests to real 
estate. A good investment has three 
main characteristics. Others may 
come to mind, but they are relatively 
unimportant. Security of principal is, 
without a doubt, the first in order of 
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importance, followed by fair rate of re- 
turn, and ease of liquidation. 

A careful investor does not put his 
money into anything unless there is a 
reasonable degree of certainty that its 
value will remain at least as great in the 
future as it is at present. I am not 
speaking of gamblers or even of specu- 
lators. Both of these classes of pseu- 
do-investors are willing to “take a 
chance”’ on the value’s going either up 
ordown. In that respect there may be 
but a slight distinction between them, 
largely a matter of degree. A gambler 
bets that the price will go up, without 
having any intelligent basis for think- 
ing so. His risk factor is fifty per cent, 
there being just as much chance of its 
going up as its going down, and vice 
versa. 

A speculator forecasts price changes, 
and to the extent that this is done 
scientifically and intelligently his risk 
is decreased, though far from being re- 
moved entirely. Faulty forecasting 
means loss, which the speculator must 
bear. The difference between a specu- 
lator and an investor lies largely in 
their attitudes toward risk. The spec- 
ulator is willing to assume the risk in- 
volved, while the investor prefers a 
moderate return with the least possible 
risk. To be sure, the latter must as- 
sume some risk in any investment, but 
he reduces this to a minimum. [If his 
principal is reasonably secure, the first 
requisite of a sound investment has 
been met for him. He looks for his 
gain primarily to the annual income of 
interest or dividends, which consti- 
tutes the second characteristic of a good 
investment, namely, a fair rate of 
return. 

The third characteristic, ease of 
liquidation, becomes important only 
when the investor wishes to use his 
money or to transfer it to some other 
form of investment. The ease with 
which he is able to dispose of his hold- 
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ings for an amount of cash equal to 
what he paid for them, becomes a 
matter of vital importance at such a 
time. 


Is Reau Estate A Goop INVESTMENT? 


How does real estate measure up to 
these three qualifications of a good in- 
vestment? Security of principal is 
assured in real estate as it is in no other 
form of investment, especially in so 
far as the land is concerned. This also 
applies to the improvements when land 
is properly improved, that is, put to its 
highest and its best use. As I have al- 
ready stated in another connection, ur- 
ban land, at least, cannot bedestroyed, 
because standing-room is not subject to 
destruction. 

But, you may say, physical inde- 
structibility does not spell permanent 
value. Quite right, but this fact does 
eliminate a good share of the risk in- 
volved. Cannot land go down in 
value, like anything else? Certainly, 
and there are not a few illustrations of 
just that happening. But, the general 
trend of land values over a long period 
of time has always been upward. If 
land is purchased in a normal market, 
at a fair market price, the odds are very 
heavy in favor of its value actually in- 
creasing—not merely remaining as it 
is, or decreasing. Investment in real 
estate is especially desirable from the 
point of view of security of principal. 

Does investment in real estate offer 
a fair rate of return? Again, we must 
say that real estate purchased in a 
normal! market, at a fair market price, 
will bring a return equal to, if not 
greater than, the return obtainable 
from other forms of investment afford- 
ing similar security of principal. These 
first two characteristics of a good in- 
vestment are so closely related that 
they are inseparable. If the security 
of principal is very good, the rate of 


return is bound to be only moderate, 
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to and if the security of principal is not so as has a bond, and may therefore re- 
a good, the rate of return tends to be maina satisfactory investment through 
a correspondingly higher. several lives, and finally be sold at a 
So far as the third and least impor- great profit to the beneficiaries. It al- a 
tant characteristic of a good investment _lows an individual control entirely im- 
T? is concerned, real estate appears to be_ possible in most other types of per- 
to at a disadvantage. There is no free manent investment, such as shares of 
n- buying and selling of real estate as stock in a corporation. 
is there is of listed stocks and other se- One of the greatest Americans, 
er curities. But, this very quality has Theodore Roosevelt, once said: “Every 
so much to recommend it. It is not as person who invests in well-selected real 
so easily borrowed upon as a security estate in a growing section of a pros- 
id with a ready market, which serves asa perouscommunity adopts the surest and 
ts protection against rash and impulsive _ safest method of becoming independent, 
- ventures. It does not have adue date, for real estate is the basis of wealth.” 
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— An Organized Real Estate Securities Exchange 


By Cyrus C. MILier 
President, New York Real Estate Securities Exchange, Incorporated, New York City 


pes the last twenty years it 


has been apparent with ever 
increasing clearness to students of the 
problem that the old way of handling 
real estate in the cities in single, small 
parcels by single owners, was passing. 
Increasing demand for better housing 
conditions produced buildings erected 
on larger ground areas and created 
larger units. Office buildings and 
industrial buildings increased in cost 
and size in the same way. This cost 
became greater than the average buyer 
could pay, so that the builder, in order 
to recover his capital from the opera- 
tion for use in other operations, had to 
devise some way of splitting up the 
ownership, in order to make it possible 
for the small buyer to contribute his 
money to the enterprise. 

The method came into use of having 
multiple owners of the property, 
either in participation in the ownership 
of the fee, in the ownership of the stock 
of the corporation owning the property, 
or in the ownership of small certificates 
based on mortgages on the property. 
It received public favor, and many 
millions of dollars’ worth of such 
securities were sold. However, it was 
found that the plan had two weak- 
nesses. One was that there was no 
organized body, in which the public 
had confidence, to give approval to 
such certificates before they were sold, 
and the other was that there was no 
market in which to sell them. The 
only course the holder had was to hold 
them until maturity and to return them 
to the issuing house with the request 
that the house buy them, or to get such 
price as he could from a private buyer. 
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This lack of market had the effect 
of locking up many millions of dollars 
invested in such securities and render- 
ing them frozen. A vast amount of 
capital at present is locked up in these 
securities, which are comparatively 
unmarketable and are not available as 
collateral in banks. The organizers of 
the Real Estate Securities Exchange 
hope to afford a place where the public 
may trade in safety in real estate 
securities, and where such securities 
will be liquid so as to be sold or used as 
collateral. 


REAL Estate AS AN INDUSTRY 


Real estate, as operated in the large 
cities at least, is an industry—the 
largest basic industry in the country. 
Other industries, such as_ railroads, 
commercial companies, and the like, 
carry on their business from the money 
received from the public by the sale 
of their securities, which securities in 
turn are readily salable on a public 
exchange, such as the New York Stock 
Exchange and the New York Curb 
Exchange. In the competition with 
such companies for the dollar of the 
public, real estate was at a disadvan- 
tage, as there was no means in existence 
whereby its securities could readily be 
bought and sold. It was recognized 
that the continuance of such conditions 
would hamper the development of the 
industry. 

As real estate operations grow larger, 
corporate ownership and management 
must become more common. One 
result of this will be the elimination of 
waste in real estate. One might state 
without exaggeration that no other 
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industry could suffer the waste from 
inexperienced ownership, speculative 
and costly building, poor architecture, 
neglect, diversion of revenues, injurious 
neighborhood buildings, and other 
causes too numerous to mention, and 
still survive. Corporate management, 
with adequate capital, trained execu- 
tives, able and experienced architects 
and engineers, will have the effect of 
creating and preserving values. The 
standardization of the planning, con- 
struction, and management of real 
estate improvements will follow. 

Of all the large industries, real estate 
alone has no securities index. The 
securities handled on the Exchange 
should represent a large percentage of 
the investments in real estate in the 
United States and should make avail- 
able an index comparable to the other 
group investment indexes made pos- 
sible by the listings of the New York 
Stock Exchange and other exchanges. 
Such an index will be invaluable in 
measuring relative national investment 
positions of the various groups and will 
serve to indicate the national flow of 
investment capital into well-defined 
channels. It should serve as a barom- 
eter to the national condition of the 
real estate industry and to the eco- 
nomic condition of the nation. The 
existence of such a barometer should 
serve both as a check against over- 
building and as an additional safeguard 
in providing at all times adequate 
housing and office facilities. 


PuRPOSES AND OBJECTS OF THE 
EXCHANGE 

For these reasons the New York 
Real Estate Securities Exchange, In- 
corporated, was formed. It was spon- 
sored by the Real Estate Board of 
New York, Incorporated, an organi- 
zation which has in its membership 
most of the prominent real estate 
owners and dealers in New York City. 


Aw OrGANIzED Estate Securities ExXcHANGE 
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The purposes and objects of the Ex- 
change, as expressed in its charter, are: 


First. To facilitate the negotiation, sale, 
and transfer of all stocks, bonds, and any 
or all other securities pertaining to or con- 
nected with real estate, the financing of real 
estate transactions or issuing out of real 
estate. 

Second. To afford a market and maintain 
a regular place for the sale, transfer, or 
other disposition of any such stocks, bonds, 
or other securities. 

Third. To make investigations of any 
real estate transaction in connection with 
which any bonds, stocks, or other securities 
may be sold or offered for sale or listed or 
offered to be listed upon the Exchange, and 
to take such steps as may be expedient or 
advisable to prevent the sale, transfer, 
or other disposition of any such stocks, 
bonds, or other securities as may be 
prejudicial to the public welfare or to real 
estate or to the Exchange. . . 

Fifth. To do all and everything neces- 
sary, suitable, advisable, and/or proper 
for the accomplishment of any of the pur- 
poses, or the attainment of any of the 
objects, or the furtherance of any of the 
powers hereinbefore set forth.! 


The Exchange is located at twelve 
East Forty-first Street, New York 
City, and is equipped with administra- 
tive offices and a floor for trading 
similar to the New York Stock Ex- 
change or the New York Curb Ex- 
change, although on a smaller scale. 
The rules are similar to the two ex- 
changes named. 


QUALIFICATIONS FOR MEMBERSHIP 


The qualifications for membership 
are as follows: 


Section 1. No person shall be eligible for 
membership whether by original applica- 
tion, by transfer, or otherwise, unless he 
be a citizen of the United States, at least 
twenty-one years of age, and a member in 
good standing as an Active Member, Class 


1 Constitution of the Real Estate Board of 
New York Exchange, Inc., pp. 3-4. 
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A or Class B, Borough Broker Member, 
Non-Resident Broker Member, Sustaining 
Member, Contributing Member, Class A 
or Class B, or Honorary Member of The 
Real Estate Board of New York, Inc. 

Section 2. The number of members of the 
Exchange shall be 500, which shall consti- 
tute the original membership. This num- 
ber shall not be increased except upon 
action by the Board of Governors which 
shall determine the number by which the 
membership may be increased and pre- 
scribe the conditions of admission, except 
that the price of such membership fixed by 
the Board of Governors shall not be less 
than the price of original memberships. 
Such action must be submitted to the mem- 
bers of the Exchange at a regular meeting 
or at a special meeting called for that pur- 
pose and approved by a two-thirds vote. 
[Temporarily, by resolution of the Board of 
Governors, the membership of the Ex- 
change has been limited to 250.| 

Section 3. There shall be paid to the 
Exchange by original members such sum 
as may be fixed by the Board of Governors, 
which may include the initiation fee. 
Members admitted by transfer shall pay to 
the Exchange an initiation fee of one 
thousand dollars, except as hereinafter 
provided. [The membership fee is $5,000; 
the annual dues are $300. For the first 
500 members, the initiation fee is included 
in the membership fee. | 

If and when the number of members 
shall be increased over 500 by action taken 
under the preceding section of this Article, 
the Board of Governors may fix an initia- 
tion fee in excess of one thousand dollars for 
members thereafter admitted and however 
admitted. 

Section 4. If the initiation fee of an 
applicant for admission to membership is 
not paid within three days after his election 
and notification by the Secretary, such 
election shall be void. 

Section 5. No person shall be deemed a 
member nor exercise the privileges of 
membership unless and until he shal! have 
subscribed his name to the Constitution 
and pledged himself to be governed by the 
same and by any amendments or additions 
theretofore or thereafter made, and to 
abide by any and all rules of the Board of 
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Governors and rules and regulations made 
or adopted pursuant to the Constitution, 
and all decisions, orders, directions, and all] 
regulations made or adopted under the 
authority thereof, and unless he continues 
to be a member in good standing of The 
Real Estate Board of New York, Inc., as 
provided in Section 1 of this Article, so long 
as he is a member of this Exchange. 


If the applicant is a Real Estate 
Broker, Mortgage Loan Broker, Agent, 
Appraiser, or Auctioneer, with business 
headquarters in the Borough of Man- 
hattan, city of New York, he must 
apply for Active, Class A membership, 
unless he happens to be a partner or an 
officer in a firm which is already repre- 
sented by one or more Active, Class A 
members, in which case he is eligible 
to Active, Class B membership. 

If the applicant is a Real Estate 
Broker, Mortgage Loan Broker, Agent, 
Appraiser, or Auctioneer, whose main 
office and main business is in any other 
borough of the city of New York except 
Manhattan, he must apply for either 
Borough Broker membership or Active, 
Class A membership. 

If the applicant is a Real Estate 
Broker, Mortgage Loan Broker, Agent, 
Appraiser, or Auctioneer, whose busi- 
ness is conducted wholly or mainly 
outside of the city of New York, he 
must apply for either Non-Resident 
Broker membership or Active, Class A 
membership. 

If the applicant is not a Real Estate 
Broker, Mortgage Loan Broker, Agent, 
Appraiser, or Auctioneer, he must apply 
for either Sustaining membership; 
Contributing Class A membership, or 
Contributing Class B membership. 


THE CoMMITTEE ON LisTING 
Before a security may be traded in 
on the floor of the Exchange as a 
listed security, it must be approved, by 
the Committee on Listing. For tem- 
porary trading, however, some securi- 
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ties are granted the privilege of being 
traded in on the floor, but it is under- 
stood that such privilege does not have 
the weight and the value which pertain 
to a security which has been listed 
after being scrutinized, investigated, 
and approved by the Committee on 
Listing. When an issue is presented 
to the Exchange for listing, it is re- 
ferred to the Committee on Listing. 
The latter investigates to determine 
whether or not the security on which 
the issue is based is adequate. For 
this purpose, it has the real property 
appraised by appraisers from the Real 
Estate Board of New York in New 
York City, or similar organizations in 
other cities, whose names are guaran- 
tees of ability and good faith. In 
addition, the financial condition, finan- 
cial history, and personnel of the person 
or corporation offering the issue for 
listing are required and examined. 
Upon these data, if the Committee on 
Listing is satisfied with the soundness 
of the security on which the issue is 
based, it will list the issue and allow it 
to be bought and sold on the Ex- 
change. ‘The theory of the application 
is based on the idea that it shall con- 


tain information respecting the corpora- 
tion desiring to list its securities. An 
investor may upon investigation form 
his own idea of value. 

The Exchange tries to stand be- 
tween the listing owners and the public, 
as well as to safeguard the interests of 
the dealer and the investor; but the 


— 
Selling at 50c and above, but under $1.... 

} Selling at $1 and above, but under 10.... 
Selling at 25 and above, but under 50.... 


Selling at 10 and above, but under 
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(a) On business for parties not members of the Exchange, including joint account transac- 
tions in which a non-member is interested; and on transactions for partners or officers of 
corporations, of which a member is an officer, not members of the Exchange: 


On Stocks 


As mutually agreed 
aw Not less than 8c 
less than 7c 
.Not less than 12)c 


Exchange assumes no responsibility as 
to the legality of the issue of securities 
or as to the statement of facts contained 
in the application, or because of the 
fact that it has allowed a security to be 
listed. However, it endeavors to make 
a thorough examination of the state- 
ments submitted in order to protect 
the public in such securities as may be 
listed. In conclusion, it is expected 
that all information received by the 
Committee on Listing will be available 
to the public, and that the Committee 
will not receive any statements with 
respect to a corporation that cannot be 
printed in a listing application or be 
accessible to the members of the 
Exchange. 

Under the final plans for the Ex- 
change, a clearing house will be set up 
for the purpose of acting as the common 
agent of the members in receiving and 
delivering the securities handled. The 
hours for the transaction of business on 
the floor will be from 10 a.m. to 3 p.m., 
excepting on half holidays, when the 
Exchange will close at noon. A fine 
of twenty-five dollars may be imposed 
on members who make offers or bids 
before or after these hours. Loans of 
money or securities may, however, be 
made after the official closing of the 
Exchange. 


ComMIssION RatTEs 


The schedule of commissions for the 
execution of orders on the Exchange is 
as follows: 


Rate per share 
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Price Rate per share 
Selling at 50 and above, but under 75..... ve 
Selling at 75 and above, but under 100.......................-. Not less than 20¢ 
Selling at 100 and above, but under 200......................... Not less than 25¢ 
Selling at 200 and above, but under 250.........................Not less than 30¢ 


For each additional $50 in price, 5c additional, provided, however, that on every trans- 
action which involves an amount of $15 or more, the minimum commission shall not be 
less than $1.00. 


On Bonds 
Not less than $2.00 per $1,000 par value. 
On Subscription Rights Del 

Price Rate per right 
Selling at 50c and above, but under $1......................405. Not less than 8c 
Selling at $1 and above, but under 5......................005. Not less than 5c 
Selling at 5 and above, but under 10..........................Not less than 7%e 
(6) On business for members of the Exchange when a principal is not given up: 

Price Rate per share 
Selling at 50c and above, but under $1......................4. Not less than %{¢ 
Selling at $1 and above, but under 10......................... Not less than 1%4¢ 
Selling at 10 and above, but under 125......................4.. Not less than 3%4e 

On Bonds 
- Not less than 80c per $1,000 par value. 7 
On Subscription Rights 

Price — Rate per right 
Selling at 50c and above, but under $1......................45. Not less than %% 
Selling at $1 and above, but under 5..................000000- Not less than We 
Selling at 5 and above, but under 10.........................Not less than 1%e 


(ce) On business for members of the Exchange when a principal is given up: : 


On Stocks 
Price Rate per share 
Selling at 50c and above, but under $1.....................-05- Not less than Ye 
Selling at $1 and above, but under 10......................... Not less than 1c 
Selling at 10 and above, but under 125......................-4. Not less than 2% 


Except that when the amount dealt in is less than 100 shares of stock odd lots of the 
commission shall not be less than Ic per share on stocks selling below $10 per share and 
2c per share on stocks selling at $10 per share and over. 


On Bonds 
Not less than 40c per $1,000 par value. 


4 


CO 
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Price 


Selling at 50c and above, but under $1... 
Selling at $1 and above, but under 5... 
5 and above, but under 10... 
Selling at 10 and above ............... 


Selling at 


OrGANIZED Reau Estate Securities ExcHANGE 


On Subscription Rights 


Rate per right 


As mutually agreed 


Voc 


(d) On bonds or notes having five years or less to run: 

Such rates to members or non-members as may be mutually agreed upon; provided, 
however, that the Committee on Commissions may determine special rates on any of said 
securities, reporting the same to the Board of Governors.? 


The unit of trading in bonds will be 
one thousand dollars in par value 
thereof. In the case of stocks selling 
at fifty cents a share and over, the unit 
of trading will be one hundred shares. 
In the case of stocks selling below fifty 
cents, the unit will be one thousand 
shares. 


GOVERNMENT OF THE EXCHANGE 


The government of the Exchange is 
vested in a Board of Governors com- 
posed of twenty-one members. An 
Executive Committee of the Board of 
Governors consists of the President, 
the Chairman of the Board, the Vice- 
President, the Secretary, and the 
Treasurer, of the Exchange, and two 
other members of the Board of Gover- 
nors. 

The Standing Committees are: 

(1) A Finance Committee, to con- 
sist of five members and the 
Treasurer. 

(2) A Committee on Commissions, 
to consist of five members. 

(3) A Committee on Membership, 
to consist of nine members. 

(4) A Committee on Listing, to 
consist of seven members. 

(5) A Committee on Securities, to 
consist of five members. 

(6) A Committee on Business Con- 
duct, to consist of five mem- 
bers. 


(7) An Arbitration Committee, to 
consist of five members. 
(8) A Law Committee, to consist of 
five members. 
(9) A Committee on Constitution, 
to consist of five members. 
(10) A Committee on Arrangements, 
to consist of seven members. 
(11) A Committee on Quotations, to 
consist of five members. 


(12) A Committee on Clearing 
House, to consist of five 
members. 


Special Committees may be ap- 
pointed from time to time, as occasion 
requires. 

An eminent authority has computed 
our annual expenditures for real estate 
as follows: 


Real estate interests operating in their 
respective fields have built our cities and 
our suburbs, and during the last five years 
have added, it is estimated, approximately 
$10,000,000,000 of new value each year in 
new buildings of all kinds—35 per cent, or 
$3,500,000,000, for residential construction; 
20 per cent, or $2,000,000,000, for public 
works and public utilities; 20 per cent, or 
$2,000,000,000, for industrial buildings; 15 
per cent, or $1,500,000,000, for commercial 
buildings; 6 per cent, or $600,000,000, for 
educational buildings; and 4 per cent, or 
$400,000,000, for hospitals and institutions. 
Add to this at least $2,500,000,000 for 
ground value, and the annual capital re- 
quirements to finance the real estate opera- 


* Constitution of the Real Estate Board of New York Exchange, Inc., pp. 52-54. The rate on 
bonds has lately been increased to $2.50, $1.25, and 75c, respectively, per $1,000 par value. 
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tions per year in the United States have 
reached the large total of $12,500,000,000. 
Of this amount perhaps $500,000,000 should 
be deducted as being represented by the 
exchanges of real estate, leaving $12,000,- 
000,000 to be financed yearly by cash or 
mortgages or contract... . 

With so large amount of operations put 
out annually in the form of credit primarily 
in bonds, I am in a position, in fact know, 
that it would help their salability, likewise 
their use as collateral at banks, if those that 

_ met the test could be listed upon some 
exchange and an active trading market 


established.* 


It must be evident that the capital 

_ requirements for such operations must 

_ be met more and more by the sale of 

_ securities to the public. One of the 

- new sources of supply for money for 

real estate operations will be what may 
be called seasonal money. 

Many merchants require capital 
during their busy seasons, but allow it 
to lie idle in the banks between such 
seasons. If they are satisfied that in 
real estate securities there is a larger 
rate of interest and that they can resell 
them readily, such seasonal money 
will be brought into the real estate 

market where it has never been 
before. 

It might be well to discuss the value 
of membership in the Exchange to 
; real estate men outside of New York 

City. As the Exchange is national in 
- scope, it follows that securities of real 
estate in Maine, California, Oregon, 


*From a recent address by Mr. George B. 
_ Caldwell, Vice-President of the United States 
_ Bond and Mortgage Corporation. 


and other localities, will be listed as 
well as those in New York City. The 
prestige of belonging to the Exchange 
in New York will be of value to the 
dealer operating outside of New York 
City. Also, he will represent com- 
panies in his locality whose securities 
are listed on the Exchange. He will be 
entitled to buy and to sell securities 
on the Exchange for investors in his 
neighborhood, and to participate in the 
commissions. 

The Exchange is now in actual 
operation. While its early weeks have 
been very gratifying to its sponsors, it 
is having the experiences which it 
anticipated in its announcement pub- 
lished before it began operations. 
Such experiences are welcome, and will 
result in the increasing usefulness of 
our organization to the public. 

In organizing the Exchange, its 
members have put forth on an un- 
charted sea, but it is the result of well- 
nigh irresistible forces whose moving 
principles are well known. Confident 
of its success, they realize that only 
through the experience gained from 
actual operation will the maximum 
results of their ambition be attained. 
The day of collective ownership has 
come for real estate as well as for other 
industries. In the competition for the 
public’s dollar, real estate cannot afford 
to do less for the public than other 
industries do. By the organization of 
exchanges on which their securities are 
sold, they give the public liquid securi- 
ties. Real estate is preparing to do 
the same. 
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By H. Morton BoprisH 


Assistant Professor of Economics, Northwestern University; Director, Consultation = 
Bureau, National Association of Real Estate Boards, Chicago, Illinois i ' 


HE real estate business as an or- 

ganized occupation is somewhat 
more specialized and is considerably 
older in England than in the United 
States. In general, the business has 
matured in that country. It is char- 
acterized by less frequent alienation of 
land; more term contracts, such as 
leases; less subdividing, or estate devel- 
opment, as it is called there; and more 
attention to the management aspects of 
the business. Finally, real estate op- 
erations in England are considerably 
more complex than in this country 
because of numerous legislative require- 
ments, such as rent acts, peculiar rating 
and valuation statutes, town planning, 
and housing regulations. 


THE Estate BusiNEss IN 
ENGLAND 

Thus, the maturity of the real estate 
business in England furnishes the back- 
ground for English professional so- 
cieties. ‘These societies are of interest 
in so far as they may indicate possible 
trends in this country, as our real estate 
business shifts from the pioneer devel- 
opment stage to an operation or a 
management basis. 

The English societies will be de- 
scribed as they are now organized and 
functioning, with particular attention 
to the examination system, which is the 
heart of the English professional idea. 
The general scope and type of the busi- 
ness in England will be indicated as the 
individual societies are described. ‘The 
officers and membership of English 
societies consider their business dis- 
tinctly a profession and feel that 
through the societies they have at- 


English Professional Societies in Real Estate 


tained a professional status. ‘These 
societies do not include all those en- 
gaged in the business, but like trade 
organizations in this country they do 
include the eminent practitioners and 
most of the prominent individuals in 
the business. 

There are four important so-called 
professional societies operating in the 
British Isles. ‘Three of them are ma- 
ture and are generally regarded as the 
leaders. Their standards and actions 
dominate the business. The oldest 
and the first to acquire a “ professional” 
basis is the Surveyors’ Institution. 
The others are: the Auctioneers’ and 
Estate Agents’ Institute of the United 
Kingdom; the Land Agents’ Society; 
and the Incorporated Society of Auc- 
tioneers and Landed Property Agents. 
For brevity, these will be spoken of as 
“the Surveyors’ Institution,” ‘“‘the 
Institute,” “‘the Land Agents’ So- 
ciety,” and ‘“‘the Incorporated So- 
ciety.” These abbreviations are in 
accordance with general parlance in 
England. It should be noted here that 
many individuals hold membership in 
two, and in rare cases three, of the so- 
called professional bodies. As our 
English friends continually speak of the 
business as “the profession,” the fol- 
lowing descriptions will use the word 
as they use it, although there are some 
needed qualifications which will be 
‘pointed out later. 


THE SuRvEyors’ INSTITUTION 
The term “‘surveyor’’ as used by the 
Surveyors’ Institution! has a breadth 


1 The society occupies an extensive and in- 
viting building at 12 Great George Street, West- 
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not customary in the United States. 

_ The bounds of the profession are sug- 
gested in the following excerpt from its 
charter: 


[Surveying is] the art of determining the 
value of all descriptions of landed, mineral, 
and house property, and of the various in- 
terests therein; the practice of managing 
and developing estates; and the science of 
admeasuring and delineating the physical 
features of the earth and of measuring and 
estimating artificers’ work. 


The older and the more popularly 
known branch of the work, the measur- 
ing of tracts of land, is practically con- 
fined to the measuring of parcels for 

building development. 

_ The activities of the members of the 
Surveyors’ Institution can be classified 
in four groups. The intending sur- 
veyor chooses the one which he prefers 
to follow, and his training depends to a 
considerable extent upon his decision. 
Naturally, these subdivisions reflect 
the specialization which takes place 
within the organization itself. 

Land Agency. The management of 
country estates, which requires a 
knowledge of agriculture, forestry, land 
drainage, tenant-right valuations, con- 
struction and upkeep of farm buildings, 
law and procedure with regard to im- 
perial and local taxation, the Agricul- 
tural Holdings Acts, and other statutes 
dealing with agricultural land. 

Valuation of Urban Agency. The 
management and the development of 
urban estates, town planning, road- 
making, sale and letting of house and 
commercial property, dilapidations, su- 
pervision of repairs, sanitation, valua- 
tions, Acts of Parliament dealing with 
buildings, and so forth, in towns. 

Building and Quantity Surveying. 


minster, London. I have given the address of 
the principal offices of the several societies, 
although I hope that our very courteous English 
friends will not be imposed upon by too extended 
inquiries. 
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For this division is needed a knowledge 
of building construction and the prep- 
aration of builders’ quantities, ability 
to advise on alteration of buildings, to 
supervise building and sanitary works, 
to advise on party-walls, air and light, 
and so on, or to settle building contracts, 
Mining Surveying. This division is 
the most clearly specialized of the four. 
It involves advanced technical knowl- 
edge of surveying and training in min- 
ing law, geology, and so forth. 
In actual practice members of the 
Surveyors’ Institution often combine 
Land Agency with Urban Agency or 
Urban Agency with Building and 


Quantity work. 


HIstoRY OF THE SURVEYORS’ 
INSTITUTION 

The Surveyors’ Institution is the 
oldest of the professional societies. 
Its standards are possibly the most 
exacting and many of its policies are 
followed in substance by the other so- 
cieties. Its history is pertinent, there- 
fore, as illustrative of the story of the 
evolution of the English professional 
society. 

‘he business of the land, its manage- 
ment, development, and treatment of 
the interests therein, emerged about 
sixty-five years ago as a distinctly 
specialized undertaking or business. 
‘The introduction of railways, land en- 
closures, and great industrial develop- 
ment of urban areas had created the 
opportunity for specialized services. 

The initial organization of men deal- 
ing distinctly with problems of the land 
other than agricultural procedure seems 
to have occurred in 1792.2 A small 
group of architects and _ surveyors, 
mainly from the great city companies 
in London, comprised its fifteen mem- 
bers. ‘This organization still flourishes 


2The architects and engineers in England 
established professional societies in 1818 and 
1834, respectively. 
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and includes among its members lead- 
ing architects and building surveyors. 
It bears its original name—the Sur- 
veyors’ Club. 

In 1834, the Surveyors’ Club was 
followed by the Land Surveyors’ Club, 
which also still exists. In addition to 
general practice, its membership has 
been largely concerned with the man- 
agement of large country estates. A 
similar body, called the Surveyors’ As- 
sociation, was founded in 1864. 

No one of the above organizations 
was a distinctly professional society, 
nor was its membership open to every- 
one in the country who was properly 
qualified. 

In 1868, the Surveyors’ Institution 
wasfounded. ‘The time was opportune 
because of demands on surveyors dur- 
ing the agricultural and the other 
prosperous developments of the mid- 
Victorian age. Population was _ in- 
creasing rapidly and the committee 
rooms of both houses of Parliament 
were full to overflowing with private 
bills for town improvements, railway, 
dock, and harbor extensions, and the 
enlargement of borough areas—matters 
which brought surveyors from all parts 
to London either in support or in oppo- 
sition. Professional friendships were 
formed out of these contacts, and these 
provided the foundation upon which 
the new society was built. 

A Royal Charter was granted to the 
society in 1881, and in the same year 
the examination system was instituted. 
At that time, qualification by examina- 
tion was rather unique. By statutory 
regulation, the professions of law and 
medicine could be entered only through 
examination. Apparently the practi- 
cal man favored practical qualification 
only, fearing that the examination 
system might separate practice from 
theory. As the tests apply largely to 
theory, the provisions regarding actual 
experience are rigidly enforced. 
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In 1881, only fifteen candidates pre- 
sented themselves for examination. 
A transition period ended in 1891 when 
no admissions other than by examina- 
tion were permitted. It seems that 
the grant of the Royal Charter in 1881 
was indirectly conditioned on the un- 
derstanding that as soon as practical 
all members entering the Institution 
should be required to attain profes- 
sional knowledge, proof of which could 
be given only in the examination hall. 

Since the modest start in 1881, over 
20,000 candidates have presented them- 
selves for the professional examina- 
tions; of this number, about 12,500 
have been successful. ‘To the foreign 
observer, it is difficult to estimate the 
effect on the profession of the concen- 
tration and the study represented by 
these efforts. Even the unsuccessful 
must have benefited by their studies, 
and the general standard of knowledge 
and attainment must have been raised 
to the benefit of the public. 

In 1928, fourteen hundred candidates 
submitted themselves to eighty ex- 
aminers, and only a little over fifty 
per cent were passed. ‘The Institution 
feels that the proper qualification of 
members has an important bearing 
on the high professional standards 
which it demands of the ‘Chartered 
Surveyor.” ‘To the employing public, 
the designation is a guarantee of 
integrity as well as of efficiency. 

One additional development of the 
examination system may be mentioned 
here. ‘Triennially, and sometimes 
more frequently, examinations are 
held for special diplomas. ‘These ex- 
aminations supposedly afford a severe 
test of the candidate’s knowledge of 
theory and practice in a particular sub- 
ject, and the possession of a diploma 
indicates unusual proficiency in that 
subject. Special diplomas may be 
obtained in Land Surveying, Forestry, 
Sanitary Science, Rating (tax valua- 
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tion work), and Valuation. The ad- 
ministrative officers of the Institution 
consider that the study and the ap- 
plication necessary to the acquiring of a 
diploma are of as great importance to 
the member as the diploma itself. 


MEMBERSHIP IN THE SURVEYORS’ 
INSTITUTION 


The total membership of the Institu- 
tion is over seven thousand, and consists 
of four classes: Honorary Members, Fel- 
lows, Professional Associates, and As- 
sociates. Probationers and students 
are considered as attached to, rather 
than as members of, the Institution. 

Fellows. Members of the class are 
over thirty years of age and have passed 
the final examination following stu- 
dentship, or the direct fellowship ex- 
amination in some cases. Prior to 
election as a Fellow, the candidate 
must have held for five years “a posi- 
tion of complete responsibility equiva- 
lent to that of a principal in an es- 
tablished business.” 

Professional Associates. This class 
of members must be twenty-one years 
of age and must have passed prelimi- 
nary, intermediate, and final examina- 
tions. Holders of university degrees 
whose studies have pertained to sur- 
veying are admitted to this class upon 
a single final examination. Further, 
they must be engaged in professional 
work as surveyors, a condition which 
applies also to Fellows. 

Associates. Persons over twenty- 
one years of age, not surveyors by pro- 
fession, but whose pursuits are such as 
to qualify them to coéperate with sur- 
veyors in the advancement of profes- 
sional knowledge, are placed in this 
group. 

Students. This group has passed the 
preliminary examination, or one of the 
exemption school examinations, and 
must be engaged as pupils or assistants 
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tion or must be studying, with a view 
to entrance into the profession, at such 
places of professional instruction as are 
approved by the Institution. 

Probationers. Studentship expires 
at the end of the twenty-first year. 
Such persons, together with those hay- 
ing passed the intermediate examina- 
tions, are probationers. ‘They cannot 
remain in this class in excess of five 
years, or three years after passing their 
intermediate examination. 

Honorary memberships need no ex- 
planation as they are for persons who, 
either by reason of their position or ex- 
perience, or their eminence in science, 
can render assistance in promoting the 
objects of the Institution. Election to 
membership is by ballot of all the cor- 
porate members. All Fellows, Profes- 
sional Associates, and Associates are 
required to attend a meeting within the 
year for formal introduction and to 
sign the register. They are also re- 
quired within the same period to con- 
tribute an original paper on a subject 
connected with the profession, or to 
make a donation to the library fund. 

Under some conditions the Council 
may, by a three-fourths vote, dispense 
with the examination in favor of a 
candidate of exceptional standing and 
experience as a surveyor, holders of 
official appointments as surveyors, and 
so forth. The granting of such mem- 
berships is quite infrequent. 

The Council has the right to expel 
from the Institution any Fellow, Pro- 
fessional Associate, or Associate who 
has been convicted of any felony, 
larceny, embezzlement, or misde- 
meanor, or who violates any of the rules 
of the Institution. To be adjudged 
bankrupt or to make a composition to 
creditors is cause for expulsion. Of 
course, any violation of the fundamen- 
tal rules of the Institution is similarly 
punishable. The fundamental rules 
deal with professional conduct, particu- 


in the office of a member of the Institu- 
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larly in regard to charges for services 
and discounts or allowances in connec- 
tion with professional business. 

It is significant to note that any ten 
members can request an inquiry into 
the conduct of a member, and proceed- 
ings are prescribed for the inquiry and 
the discipline. 

Membership in the Surveyors’ In- 
stitution is evidenced by a diploma of 
membership, which remains the prop- 
erty of the Institution and is recalled in 
the event of cessation of membership 
for any cause. 

Entrance fees and annual subscrip- 
tions are charged. Annual subscrip- 
tions may be omitted to Fellows or 
Professional Associates who, after a 
long professional career, are unable to 
continue to practice or to continue to 
remit annual subscriptions. 


EXAMINATIONS 


The Institution definitely encourages 
university work in preparation for the 
profession. It grants annually two 
very substantial fellowships to candi- 
dates selected by competitive examina- 
tion. Special degree-holders’ examina- 
tions are held, and a candidate can thus 
become a Professional Associate without 
the period of several years necessary 
to non-degree holders. Candidates 
who have passed the B.Sc. (estate 
management) examinations of the 
Universities of London and Cambridge 
are exempt from all professional ex- 
aminations. It should be noted that 
regardless of educational qualifications 
the student must acquire practical ex- 
perience in the office of a qualified sur- 
veyor. T'wo years is the minimum, 
and it is generally “articled pupilage.”’ 
In other words, premiums are paid for 
this training, some running as high as 
three hundred guineas, although small 
salaries are frequently paid by the prin- 
cipal in the second and third years. 
From his investi gation, the writer 


gathered that the educational or the 
training requirements of the Surveyors’ 
Institution were the most exacting of 
the several societies. The Institution 
is open to women, although as yet there 
is only a small number of qualified 
women surveyors. They are working 
primarily at personalty valuations and 
house property management. 

Fellows and Professional Associates 
use the initials F. S. I. and P. A.S.L., 
respectively, after their names, and may 
stylethemselves “chartered surveyors.’” 

The Institution considers that the 
possession of a recognized qualification, 
membership in a well-trained and pro- 
fessional body, can but lend authority 
to the surveyor’s views and increase his 
opportunities. The charter and by- 
laws provide for members in the col- 
onies, and they are also privileged to 
use the initials F. 5. I. 

In election to the Institution for the 
first time, or in the transfer from one 
class to another, the name of the candi- 
date must be sponsored by six Fellows, 
or four Fellows and two Professional 
Associates. Four members of the 
Council, including the president, may 
also suffice. Always such sponsorship 


involves personal acquaintanceship 
and certification of the candidate’s 
qualifications. 


ORGANIZATION AND WorK 


The affairs of the Institution are 
under the management of a Council, 
elected annually by ballot of all cor- 
porate members.‘ The Council is ad- 


3 In general, the work of the surveyor involves 
the sale, management, development, and valua- 
tion of property of every description, rural and 
urban, land, buildings, and minerals, negotiation 
and settlement of disputes over boundaries, 
light and air claims, landlord and tenant rights, 
and so forth. 

4 Obviously I have drawn heavily upon the 
printed materials of the societies, in several 
cases including the complete substance of their 
statements where personal investigation has 
confirmed their correctness. 


uch 
are 
res 
ar, 
av- 
not 

ive 

eir 
ex- 
ho, 
eX- 
ce, 
the 

to 
or- 
es- 
are 
he 

to 
re- 
ect 
to 4 
cil 
ise 
nd | 

nd 

m- 
re] 

0- 
ho 
Ly, 

le- 

les 
ed 
to | 
Of | 
n- 
ly 
les 

u- 


38 THe ANNALS OF THE AMERICAN ACADEMY 


vised by the county branches and a 
number of standing and special com- 
mittees appointed to consider the vari- 
ous matters referred to it. Its work 
includes examination of Parliamentary 
bills affecting valuation, management, 
the development of landed property, 
and various interests therein; prepara- 
tion of memoranda, and submission of 
evidence for the use of government 
departments, royal commissions, and 
departmental and other committees in 
connection with matters upon which 
the collective knowledge of the profes- 
sion would prove of assistance; and the 
rendering of advice to imperial or local 
authorities when called upon to do so 
by statute or otherwise. 

In addition to its activities in the 
advancement of the public interest, 
the Council has continually in view the 
elevation, ethical as well as intellectual, 
of the profession which it represents. 
It has afforded practical help to places 
“ of professional instruction, has founded 
scholarships, and has furthered tech- 
nical education generally. It has also 
felt it to be its duty strictly to ad- 
minister the rules of conduct which all 
members are required by the by-laws 
to observe. The Council has also, 
through its Professional Practice Com- 
mittee, used its influence in inspiring a 
high ideal of professional honor among 
members. 

The organization of the Institution 
includes a system of metropolitan and 
county branches,® the object of which 
is to enable the Council to give the 
considered views of the profession from 
all parts of the country on matters of 
public interest; to afford opportunity 

5 There are twenty-four county branches 
scattered over England, Scotland, Ireland, and 
Wales. In many respects these branches re- 
semble the state associations found in our own 
real estate organization, although the relation- 
ship between these county branches and the 


parent organization is much closer and inter- 
woven. 


for members generally to take an active 
part in the affairs of the Institution; 
and to assist the Council in ascertaining 
their local wants and wishes. The 
system includes machinery for local 
representation on, and succession to, 
the Council and the standing commit- 
tees and provides, in addition, oppor- 
tunities for the discussion of profes- 
sional questions and social intercourse 
at centers easily accessible to members 
in country districts. The affairs of 
each metropolitan and county branch 
are managed by an executive commit- 
tee, which is elected annually. 


Tue Juntor MEETINGS 


The junior meetings are established 
for the benefit of the younger members 
of the Institution, to bring them into 
closer touch with the Council, and by 
fostering among them an interest in 
professional affairs to prepare them for 
higher office in the future. The work 
of the junior meetings is administered 
by a representative central executive 
committee, which is responsible to the 
Council for their affairs as a whole. 
Junior organizations in the county 
branches have been established where 
justified by numbers. 

The fine home of the Institution, 
adjacent to the Parliament buildings, 
contains, in addition to offices, direc- 
tors’ rooms, conference rooms, and 
assembly hall, a most extensive library 
and collections which are germane to 
the work of the land agent. The loan 
library is independent of the general 
reference collection, and _ contains 
some sixteen hundred volumes, in- 
cluding all principal professional text- 
books, which may be borrowed by 
members according to the prescribed 
rules. 

The fund provides for the needs of 
members and their dependents who, by 
reason of age, sickness, or misfortune, 
are unable to support themselves. It 
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is maintained entirely by voluntary 
contributions. 


Two scholarships, of an annual value 
of £100 each, if held at Oxford or Cam- 
bridge, or at any other recognized uni- 
versity or affiliated college, and tenable 
for three years, are offered annually by 
the Institution. After completing his 
university course, the holder of a schol- 
arship must agree to “‘enter into Arti- 
cles,” or become otherwise profes- 
sionally engaged in the office of a 
chartered surveyor practicing in Great 
Britain and Ireland or, in suitable 
cases, in the dominions and colonies, 
and, in due course, to present himself 
for the examinations of the Institution, 
with a view to attaining membership. 
A portion of the scholarship emolu- 
ments is retained by the Council until 
the scholar has entered the surveying 
profession, when the accrued balance is 
turned over to him. 

A number of valuable prizes are 
offered in connection with the Institu- 
tion’s examinations. 

There are sixty-one volumes of trans- 
actions, presenting the papers read at 
general meetings since 1868; also, 
twenty-six volumes of professional 
notes, and eight volumes of the jour- 
nal. In 1921, the professional notes, 
which were formerly issued four times a 
year, were replaced by the present 
journal, which is published monthly. 
In these publications one can find ma- 
terials on practically any question of 
theory or practice connected with the 
profession. The journal is a_ very 
dignified publication, edited much in 
the same style as our professional 
economic publications. It contains 
articles on legal, operation, and pro- 
fessional matters, as well as organiza- 
tion data and notices of examinations, 
reviews, statistics, and English and 
Scottish law cases significant to the 


SCHOLARSHIPS 


profession. Parliamentary bills are 
also included. Incidental publications 
include complete catalogues of the li- 
brary. The catalogue of the loan li- 
brary is in its seventeenth edition. 


THE AUCTIONEERS’ AND ESTATE 
AGENTS’ INSTITUTE 

This society ° is next in importance 
to the Surveyors’ Institution. Its 
membership is almost as large, number- 
ing 6,133 at the end of 1928. The 
membership falls into the following 
classes: 23 Honorary Members and 
Fellows; 3,591 Fellows; 1,176 Asso- 
ciates; 927 Licentiates; and 416 Stu- 
dents. 

Examination for membership in this 
society was made compulsory in 1921. 
Prior to that time, membership was 
through studentship and examination, 
or through extended practice. The 
beginning of the Institute proper was 
in 1886. ‘The Articles of Association 
indicate the following objects: 


(a) To provide a central organization for 
auctioneers, estate agents and valuers, both 
men and women, and generally to do all 
such things as from time to time may be 
necessary to elevate the status and procure 
the advancement of the interests of the 
profession. 

(b) To provide for the better definition 
and protection of the profession by a system 
of examination and the issue of certificates 
of the results of examinations. Provided 
that the Institute shall not grant or profess 
to grant titles or diplomas. 

(c) To provide opportunities for inter- 
course among the members and to give 
facilities for the reading of papers, the 
delivery of lectures, and for the acquisition 
and dissemination by other means of useful 
information connected with the profession. 


® The society and the executive staff are housed 
in their own building at 29 Lincoln’s Inn Fields, 
London, W. C. 2. The Institute building re- 
ceived a medallion from the Royal Institute of 
British Architects denoting it as the best building 
erected in 1924 within four miles of Charing 


Cross (this means central or business London). 
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(d) To watch over, promote, and protect 

the mutual interests of its members. 
r 

(e) To establish, undertake, superintend, 
or administer any charitable or benevolent 
fund from whence may be made donations 
or advances. 


The Institute 7 includes three general 
groups: auctioneers, estate agents, and 
valuers. Probably eighty-five per cent 
of the members conduct a genera! busi- 
ness which encompasses the three ac- 
tivities. Sale by auction of real estate, 
motor cars, furniture, and so forth, is 
much more extensive in England than 
in this country. This is particularly 
true of real estate. Auctions are con- 
ducted by reputable firms after wide- 
spread advertisement, and the assump- 
tion is that the maximum demand price 
is obtained in this manner. It is dis- 
tinctly not a liquidation or a forced sale 
process in most The estate 
agent’s function involves management, 
direct sales (spoken of as sale “by 
private treaty”), and leasing. The 
valuing involves appraising all classes 
of property for individual contract, 
taxation, or rating purposes. The In- 
stitute excludes from its membership 
those engaged in any activities regarded 
as incompatible with the work of the 
profession. 

The seat of management of the In- 
stitute is in London, where the staff and 
the library are housed in a beautiful 
building designed for the work and 
owned by the Institute. The elabo- 
rate library, conference rooms, direc- 
tors’ rooms, assembly room, and general 


7The original name was “the Auctioneers’ 
Institute of the United Kingdom,” and was 
changed March 6, 1912. Prior to 1912, the 
present Institute consisted of two bodies, 
namely, the Auctioneer’s Institute, and the 
Estate Agents’ Institute. The Auctioneers’ 
Institute is really the parent body of the two 
and was founded in 1886. 

8 There is a legal license requirement for auc- 
tioneers which does not apply to other phases 
of the profession. 


appointments are especially impressive 
to the foreign visitor. 
OFFICERS OF THE INSTITUTE 

The officers include a_ president, 
vice-president, secretary, auditors, 
examiners, assistant examiners, and 
a Council. The Council, which is the 
important governing body, consists of 
thirty elected members and the past 
presidents. The president and _ the 
vice-president are selected from the 
Council and by the Council. Provi- 
sions are made for forfeiture of the 
Council seat for non-attendance of 
meetings, the rule even applying to 
ex officio past presidents.’ The powers 
and the responsibilities of the Council 
are complete and subject only to the 
Institute in general meeting. 

Like the Surveyors’ Institution, the 
Institute has a number of branches. 
Membership in the Institute carries a 
simultaneous membership in the 
branches which deal primarily with 
matters of local interest. Several 
branches have local headquarters which 
operate their own auction marts, access 
to these facilities being restricted to 
members. 

In connection with the general work 
of the Institute, it may be noted that 
the branches report periodically. Half- 
yearly conferences are held between the 
Council and the branch chairman and 
secretaries. An annual dinner, pro- 
vincial meetings, branch meetings, and 
sessional meetings occupy a prominent 
place in the organization’s program. 

The Institute encourages organiza- 
tions composed of junior members. 
These members are largely individuals 

® The British tendency to insignia is noted in 
the annual report of the Council which states 
that Mr. Driver “had the pleasure of being the 
first president to wear the handsome new badge 
of office incorporating the armorial bearing of 
the Institute.” Later, “nearly every branch 
has now become possessed of a chairman’s 
badge, either by gift or by purchase.” 


THe ANNALS OF THE AMERICAN ACADEMY ; 


ew 


] 
{ 
\ 
I 
I 
I 
| 
é 
] 
| 
| 
FR 


ENGLISH PROFESSIONAL SOCIETIES IN REAL EstaATE 


who are studying for the professional 
examination. Junior members must 
be under thirty-three years of age. 
There are eleven such organizations, 
the largest being in London. Papers 
pertinent to the business are read at 
their meetings, and interest in the 
preparation of papers by juniors is 
fostered by prizes, and so forth. The 
London junior organization is over 
twenty-five years old. 


CLASSES OF MEMBERSHIP 


The members of the Institute consist 
of six classes, namely, Fellows, Asso- 
ciates, Licentiates, Students, Honorary 
Members, and Honorary Fellows. The 
qualifications for the active classes are 
as follows: 

Fellows. Members are eligible for 
election as Fellows by the Council who 
are twenty-five years old and who have 
creditably passed the professional 
examinations. Further, a_ practical 
knowledge of the profession is required 
in the form of five years’ service in some 
responsible position in the profession. 
The last-mentioned character of posi- 
tion is important, although men who 
were Associates prior to 1922, who have 
belonged in the classification for ten 
years and who are over forty years old, 
may be elected. 

Associates. ‘These members have 
qualified by passing the professional or 
final examinations, are over twenty-one 
years of age, and have served with a 
Fellow as an articled clerk for three 
years or as an assistant for five years. 
Individuals passing the examinations, 
but having three years’ practice as a 
principal, are admitted to this class. 

Licentiates. This group is elected 
from those who have passed the inter- 
mediate examinations and who are also 
occupying a position in the profession. 

Students. Only persons are elected 
as students who have passed the pre- 
liminary examination or whose prelimi- 
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nary examination has been waived 
because of previous educational experi- 
ence. In order to qualify as members 
of the profession, students must be six- 
teen years old and must be either study- 
ing or working. 

Under the foregoing regulations, the 
Council may admit, without qualifica- 
tion, persons of unusual professional 
qualifications or attainments. Very 
few persons have been so admitted." 

Honorary members are selected from 
eminent persons who are interested in 
the profession, but who are usually not 
practicing it in any way. Members 
who have retired from business may 
retain their membership on payment 
of one-half the annual subscription or 
dues. It is interesting to note that 
on election Fellows or Associates either 
deliver to the Council an original paper 
or make a donation to the library fund 
of not less than one guinea." 

Typical provisions for resignation, 
expulsion, and so forth, appear in the 
Articles of Association, but it is signifi- 
cant that 


a member who, on reaching the age of 25 
years is still a student, or a member who, 
on reaching the age of 30 years, is still a 
licentiate, shall ipso facto cease to be a 


member.!? 


Tue WorkK oF THE INSTITUTE 


A fair picture of the interests and the 
work of the Institute is given by the 
titles of the important active and stand- 
ing committees. They are as follows: 
Agriculture; Benevolent Fund; Con- 
stitution; Discipline; Elections; Ex- 
aminations; Finance; General Pur- 
poses; House; Parliamentary; Practice; ; 

10 Seven were so admitted from 1921 to 1929. 

11Jn 1929, the forty-fourth year of the Insti- 
tute, approximately 1,100 applications were 
presented for the annual examinations. Nearly 
500 represented new aspirants, the balance being 
members seeking to qualify for a higher grade 


of membership. 
Clause 94A. 
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Publications and Library; Publicity; 
Registration; and Scale of Charges. 

The last committee to be formed is 
the Practice Committee which is 


to consider in all aspects the relations be- 
tween agents, between agents and their 
clients, and between agents and the public. 


This is the only tendency in the in- 
stitutions to develop standards of prac- 
tice, which have been so important in 
the development of American trade 
associations. It is a new development 
in the Institute’s work, and the lead- 
ership is encouraging the branches 
to give assistance to those con- 
templating the formulation of such 
standards. 

The conduct of members is not dis- 
cussed in a detailed formulation. No 
member is permitted to engage in any 
occupation which is inconsistent with 
the practice of the profession. He 
shall not conduct himself in such a 
manner as to injure his professional 
status and shall not join with a com- 
mercial business to carry on profes- 
sional activities as an adjunct to the 
commercial business. Participation by 
others in professional charges is not 
permitted. A membership is termi- 
nated when bankruptcy proceedings 
are initiated, or when a member makes 
any assignments or proposes to take 
advantage of any statutory provisions 
for arrangements with creditors. ‘The 
annual report of the secretary indicates 
several expulsions for unbecoming 
conduct. 

The distinguishing letters of Fellows 
are F. A. I., and of Associates, A. A. I. 
Of course, the use of letters is confined 


‘to members of present good standing. 


The distinguishing letters are personal, 
and are not intended for use after the 
title of a firm. They can only be used 
with a firm name when all the members 
are Fellows or Associates. While it is 
seldom that the Council has to take 
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steps in regard to the improper use of 
the letters indicating membership in 
the Institute, three cases occurred in 


1928. In one case the matter was set- 
tled by an apology in the press, but in 
the other cases it became necessary to 
protect the interests of members by 
proceedings in the Chancery Court. 
In both these cases the claim of the 
Institute to a perpetual injunction was 


upheld. 


EXAMINATIONS ‘ 


All of the British societies consider 
that the essence of professionaliza- 
tion is found in the requirements of 
competency. ‘Theseare conditions pre- 
cedent to affiliation, and such attain- 
ments can best be tested by examina- 
tions. In the Institute there are three 
examinations: preliminary, interme- 
diate, and professional. As in the Sur- 
veyors’ Institution, certain educational 
experience permits exemption from 
the preliminary examinations. Medals 
and prizes are awarded for success in 
the examinations. In 1928, 109 candi- 
dates out of 160 passed the prelimi- 
naries. In the professional examina- 
tions, in the same year, there were 784 
candidates, of whom 492, or 62.7 per 
cent, were successful. 

The aim of the preliminary examina- 
tion has been to admit only those who 
have potential professional qualifica- 
tions. ‘The officers of the Institute 
indicate that the standards of the pre- 
liminary examination particularly are 
being continually raised. In 1930, for 
example, a foreign language is no longer 
required, but a candidate must take 
five compulsory subjects and one addi- 
tional elective. The compulsory sub- 
jects are English, Arithmetic, Algebra, 
Geometry, and Modern English His- 
tory. The elective subject may be 
chosen from Latin, French, German, 
Modern Geography, or General 
Knowledge. 
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Special certificate examinations are 
held in such subjects as Taxation and 
Rating, Tenant-Right, and other Agri- 
cultural Valuation, and even Antique 
Furniture. These examinations are 
open only to Fellows of the Institute, 
and ten years of practical experience in 
a particular subject is a prerequisite to 
examination in the subject. ‘Twenty- 
two candidates were examined in 1928, 
of whom seven were found qualified for 
the certificate. 

A benevolent fund is maintained and 
administered to assist members or 
former members who cannot provide 
adequately for themselves or for their 
wives and daughters. The significance 
of this work is indicated by its 1928 
balance sheet which showed invest- 
ments and cash of £33,645. The fund 
has considerable annual income from 
members’ subscriptions. £2,841 19s 
3d was expended in assisting specific 
cases during the above year. 

The library of the Institute is very 
complete. Books are even loaned to 
members by post. 

The principal Institute publication 
is the Journal of the Auctioneers’ and 
Estate Agents’ Institute of the United 
Kingdom, which is issued monthly. It 
includes papers, organization notices, 
bills before Parliament, and the like. 
The Institute also issues supplements to 
the Journal, special memoranda, and a 
yearbook. 

Apparently there is considerable un- 
employment in the profession in Eng- 
land, and the examination system pro- 
duces many proficient pupils whom the 
society assists in a nominal way to find 
positions. The Institute does this 
through an appointment bureau. This 
bureau is open only to members who 
are disengaged, or who have received or 
given definite notice to terminate their 
employment. The applications, how- 
ever, greatly exceed the number of 
posts available. 
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Auction Marts 
The largest auction mart in London 
is conducted under the auspices of the 
Institute. Several of the Institute 
branches also have marts which can be 
used by members only on payment of 
proper room charges. Sales rooms 
vary in size from those seating twenty 
to twenty-five persons to a very large 
room in the London Mart which seats 
in excess of two hundred and fifty per- 
sons. ‘The Mart has certain rules gov- 
erning the use of its facilities and pro- 
viding for display of announcement 
posters. Sometimes the rooms are let 
for committee meetings, arbitrations, 
and like purposes. 
It should be remembered that al- 
though the above quarters are for the 
exclusive use of Institute members 
many firms have their own private auc- 
tion rooms. 
A service which is available only to 
members of the Institute and the Sur- 
veyors’ Institution deals particularly 
with values as derived from actual 
sales. The records of the Estate Ex- 
change extend over a period of sixty- 
eight years and are open to inspection 
by all subscribers. A yearbook, con- 
taining sometimes as many as seven 
hundred pages, records approximately 
twenty thousand transactions through- 
out the country. 


LAND AGENTS’ SOCIETY 


The land agency subdivision in the 


Surveyors’ Institution has already 
been mentioned. However, a Land 


Agents’ Society,® which has recently 
received a Royal Charter, exists solely 
for the land agency profession. The 
membership numbers about 1,050. 
The work of the members consists pri- 
marily of the management of landed 

‘8 The registered offices of this Society are at 


12 Little College Street, Westminster, S. W. 1, 
London. 
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estates, agricultural, moorland, wood- 
land, and occasional urban land. ‘The 
rural land owner seldom appoints as his 
agent anyone who is not a qualified 
member, by examination, of one of the 
professional bodies. Obviously, the 
work varies from maintenance to valua- 
tion and leasing, in addition to every- 
thing which management implies. 

The membership is classified into 
Fellows, Qualified Associates, and Can- 
didates. Entrance is possible only 
through examination, and the subject 
matter and experience requirements 
are similar to those of the two societies 
previously described. Only those who 
have passed the advanced examinations 
and who are managing agricultural 
estates, or an estate of not less than 
two thousand acres, are eligible for 
election to Fellowship, which is the 
highest grade of membership. Many 
of the members are Associates and 
Qualified Associates, the latter having 
fulfilled practical experience require- 
ments in addition to passing the ex- 
aminations. It should be noted that 
all the societies prepare scales of 
charges which the members are ex- 
pected to observe. Violation of these 
scales is one of the much-empha- 
sized departures from professional 
etiquette. 

It should also be noted that the three 
previously discussed societies operate 
in a highly coéperative manner and 
often codperate in dealing with matters 
of legislation, registration, and the 
like. 


PROFESSIONAL EDUCATION IN THE 
UNIVERSITIES 


The societies exempt from all ex- 
aminations, but not from the practical 
experience qualifications, holders of 
degrees in estate management. At the 
University of Cambridge the instruc- 
tion particularizes on rural estate man- 
agement, and the instruction is given 
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in the department of agriculture." 
The teaching of estate management is 
connected with the actual workings of 
the university farm and with the man- 
agement of property owned by the 
university and the colleges. For those 
with proper entrance prerequisites the 
degree course is three years. The 
curriculum is completely prescribed. 

The university degree for those in- 
terested in urban matters is given by 
the University of London. Candi- 
dates enroll as external students and 
are advised as to the proper courses and 
studies which they should pursue in 
relating their present or proposed pro- 
fessional occupation to the appropriate 
intellectual preparation. Candidates 
must pass a matriculation examination 
and an intermediate and final examina- 
tion. ‘The following subjects indicate 
the character of knowledge required. 

Intermediate: Land Surveying, in- 
cluding its Mathematics and Draughts- 
manship; Economics; Agriculture or 
Town Planning; Accounting; Business 
Organization; Elementary English 
Land Law. 

Final: ‘Theory and Principles of the 
Valuation of Land and Buildings; His- 
tory and Principles of Taxation and 
Tithe; English Law Relating to Land; 
Construction of Buildings; Town Plan- 
ning and Estate Development; Sanita- 
tion; Municipal and Local Government 
Law. 


CoLLEGE or Estate MANAGEMENT 

Certain individuals aspire to the pro- 
fessions who could not contemplate a 
university course in preparation. Sev- 
eral firms had been in the business of 
coaching students for the examinations 
either through correspondence or 
through direct instruction. The Col- 


‘4 Some instruction is given at Oxford which is 
accepted in lieu of a professional examination, 
particularly in surveying, architecture, and the 
like. 
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lege of Estate Management was 
founded in 1919, taking over the equip- 
ment, good will, and personnel of the 
most widely known coaching firm. 
The founding of the college was spon- 
sored by the Surveyors’ Institution and 
the Auctioneers’ Institute and it is an 
accredited training institution for their 
examinations, for the Land Agents’ 
Society, and for the examination for the 
B.Sc. (in estate management) of the 
University of London. The college 
also gives courses in preparation for the 
examinations of the Royal Sanitary 
Institute and the Incorporated So- 
ciety. General education is possible, 
although the college is primarily 
equipped for specialized instruction. 

The instruction is of three types: 
full-time day work for those who can 
devote their whole time to their studies; 
evening instruction for those employed 
in or near London; and correspondence 
instruction for students in the prov- 
inces. Lectures and some instruction 
are given in the so-called provincial 
centers of the college at Birmingham, 
Bristol, Cardiff, Liverpool, Manches- 
ter, and Newcastle. The instruction 
by correspondence does not approach 
university standards, although the 
direct instruction at the college is com- 
parable with that of our better evening 
schools. 

The significant fact is that an insti- 
tution of considerable size is devoted 
entirely to training individuals for real 
estate work. 
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A generation or two ago the work 
now done by auctioneers and estate 
agents was quite frequently carried on 
in connection with another calling or 
business. ‘The solicitor (lawyer), the 
furniture shop owner, and even the 

’ The College of Estate Management occupies 


its own building at 35 Lincoln’s Inn Fields, 
London, W. C. 2. 


undertaker,'® participated actively. 
Other instances might be cited. It 
reminds one of the earlier days in this 
country when the fruitful specialization 
which now prevails was very infrequent. 

An extraordinary amount of new 
legislation had hastened the responsi- 
bilities of the estate agent or auctioneer. 
Auctioneering or estate agency became 
a business which could not be carried 
on properly in conjunction with other 
callings. ‘The Auctioneers’ and Estate 
Agents’ Institute therefore in 1919 
closed its door to applicants who were 
not exclusively engaged in the work of 
the profession. ‘The Surveyors’ Insti- 
tution had maintained this policy for 
years. This excluded a number of 
persons who, together with those un- 
willing to seek membership through 
proper examination, formed the In- 
corporated Society.!7 Entrance to the 
Society can be obtained without ex- 
amination, a condition regarded as 
non-professional by the three older and 
chartered societies. The Incorporated 
Society has provided for an examina- 
tion system and has announced dates 
after which members will not be ad- 
mitted without examination. 

Notwithstanding the above, the 
Incorporated Society is patterning 
after the older societies and apparently 
is trying to maintain a good standard of 
practice among its members. It has 
distinguishing letters, and in most of 
its details follows the organization of 
the older societies. The distinguishing 
feature of membership is ineligibility 
for the three previously mentioned | 
societies by reason of connection with 
commercial or other interests. The 
society publishes a monthly magazine 
and incidental documents. Its mem- 


‘6 The undertakers worked primarily on pro- 
bate valuations, the shopkeepers mentioned 
often sold property as well as rented it. 

17 The Society’s registered offices are at 26 
Finsbury Square, London, W. C. 2. 
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bership is less than two thousand, and 
is divided into Fellows, Associates, and 
Students. It should be noted that it 
is aggressively seeking membership 
through advertising and promotional 
correspondence, a procedure regarded 
as non-professional and therefore not 
engaged in by the older societies. 


PROPOSALS FOR REGISTRATION 


As licensing and registration has 
accompanied the progress which has 
been made in developing real estate 
morality, it is interesting to see what 
proposals the societies have made re- 
garding it. 

At present all auctioneers are li- 
censed by the government, but there is 
no governmental registration or licens- 
ing of the profession in general. In 
1922, a registration bill was introduced 
into the House of Commons through 
the joint action of the Surveyors’ Insti- 
tution, the Institute, and the Land 
Agents’ Society. The bill provided 
that every person in the business or 
profession be entitled to register during 
a stated period. Afterward, any per- 
son desiring to be registered would 
have to pass examinations prescribed 
by registration boards. The registra- 
tion board was given quite full powers 
to make conditions of entry, and one of 
the generally anticipated conditions 
was that of full-time participation in 
the professional work. 

With striking analogy to experience 
in the United States the bill was ag- 
gressively opposed by the Law Society, 
and the gentlemen of the bar rather pre- 
vail in the English Parliament as in 
our state legislatures. The builders’ 
organization was opposed to it and, of 
course, the Incorporated Society, which 
fought it most aggressively. Since 
thenthematterhasrested. ‘Theopposi- 
tion of the legal group and a complete 
unwillingness on the part of the spon- 
soring societies to agree to admit mere 


er 


dabblers are the two principal reasons 
for this inaction. Active discussion 
has arisen recently, however, and it is 
possible that the effort will be revived, 
The Incorporated Society at- 
tempted to introduce a bill providing 
for registration, but with the admission 
of those working on part time. Not 
having the sponsorship of the three 
principal bodies, the measure has re- 
ceived little attention. 

A joint committee set up by the 
Surveyors’ Institution, the Institute, 
and the Land Agents’ Society is work- 
ing on the character and the method 
for another registration bill. 

It is apparent that in the original 
registration bill the societies attempted 
to control completely entrance into the 
business. This is in contrast to the 
procedure in this country, where the 
objective has been to establish certain 
minimum controls through license laws 
which attempt primarily to protect the 
owners and the purchasers of real es- 
tate from the incompetency and the 
unethical practice of many engaged in 
the real estate business. 


THe AMERICAN TRADE ASSOCIATION 


In order to contrast the organiza- 
tion’s effectiveness in this country with 
that of the English societies it is neces- 
sary to review briefly the organization 
of the National Association of Real 
Estate Boards, the only organization of 
real estate men in this country. It is 
primarily a federation of 624 local 
boards in all the principal cities of the 
United States and several important 
cities in Canada. Its membership is 
38,937, of which 20,031 are actively 
engaged in the business on a full-time 
basis. ‘Thirty-four state associations 
are affiliated with it.* The Associa- 
tion admits to membership anyone en- 
gaged in the business, but membership 
is supposed to necessitate adherence to 

18 Figures as of April 1, 1929. 
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the standards of practice or the so- 
called Code of Ethics of the Associa- 
tion. Membership carries the right 
to use the term “realtor,” which right 
is the special property of the Associa- 
tion and is designed to differentiate 
those who subscribe to the standards of 
practice of the Association from those 
who are not affiliated. The term 
realtor is actually used a great deal by 
members of the Association, and large 
numbers of the public comprehend 
that some added amount of responsi- 
bility is attached to the individual who 
belongs to the Association and who 
subscribes to its business standards. 
It is therefore analogous to the dis- 
tinguishing letters of the English 
societies. 

The Association makes the keynote 
of its program the exchange and the 
dissemination of information among its 
members. In general, it is a service 
organization, giving a great deal of its 
energies toward making its members 
more proficient in their particular 
work. In doing this it has an extended 
program of appraisal, development, 
and merchandising instruction. The 
Association enters actively into the 
publicity field, attempting to keep its 
activities and proper information con- 
cerning real estate before the public at 
all times. 

The Association, in the main, has 
separated the policing and the leader- 
ship functions. Constituent boards 
have arbitration and conduct commit- 
tees which deal with flagrant violations 
of the business code, but the principal 
reliance for insuring honesty and in- 
tegrity in the business is placed upon 
the development of public control 
through license laws. Half of the 
states in the Union have license laws, 
and others are considering such legis- 
lation. ‘The legal status of the license 
laws is insured through a number of 
important cases, particularly the 


a = ENGLISH PROFESSIONAL SOCIETIES IN REAL EstaTE = 47 


United States Supreme Court case, 
Bratton v. Chandler.° These license 
laws deal primarily with the integrity 
of the participant in the business, but a 
development of competency is one of 
their objectives. In four states, at the 
present time, examination conditions 
are a part of the law and examinations 
are periodically given, dealing with 
financing, conveyancing, and the legal 
relationship of agency. ‘The laws have 
avoided any restriction on entrance to 
the business other than to eliminate 
such entrance as might react to the 
detriment of the interests of the public 
and to the participants themselves, 
through lack of personal integrity and 
competency. 

In admitting all to membership, the 
boards assume that the standards of 
the business can be elevated most 
rapidly through frequent contact and 
close organization of as many partici- 
pants as possible. 

The publications of the Association 
are distinctly of a trade nature, and 
considerable attention is given to 
legislative matters. 


Wauart Is A PROFESSION? 

In order briefly to compare the trade 
groups in England and America as to 
professionalization, it is essential to 
decide what a profession is. ‘The Eng- 
lish societies have considered them- 
selves as having established profes- 
sionalism in the real estate business, 
and membership in their organizations 
is considered as constituting profes- 
sionalization of the individual. In the 
writer’s opinion, there has been no end 
of careless thinking regarding the con- 
cept of a profession or professionaliza- 
tion. Economic groups of all kinds, 
from the icemen and the barbers to the 
lawyers, have assumed that because 
they have a common technique and a 


19 Bratton v. Chandler, 260 U.S. 110. See also 
Hass v. Greenwald (72 L. ed. 115). 
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common occupation they have the rudi- 
ments of a profession. It seems that, 
in the main, the idea of profession is an 
ideal rather than an actuality. His- 
torically, the ministry was about the 
only group that unqualifiedly met pro- 
fessional ideals, although at the present 
we are inclined to include the medical, 
legal, dental, and teaching groups. It 
would seem that the essence of the 
concept professionalism is exactly the 
reverse of commercialism, which is 
dominated by acquisitiveness. Ac- 
quisitiveness is not necessarily bad and 
accounts for a major portion of our 
activity and social organization. On 
the other hand, many of our legal 
control devices are designed to guide it. 

A tentative definition of profession is 
therefore in point in order that the 
movements in the two countries may be 
compared. 

(1) The first requisite of a profession 
is training. This item is associated 
with education, science, culture, and 
the approval of such interests. 

(2) The acquisitive or profit-making 
motive becomes secondary or inciden- 
tal. There has been a great deal of 
talk about the service ideal in business 
in lieu of profit making. A fallacy 
lurks in this inspirational concept. 
Service in business is a means and not 
anend. Service is an important basis 
for profit making.?° 

(3) Individuals are dealt with fre- 
quently in relationships of a fiduciary 
or a confidential nature. 

(4) Standards of conduct are for- 
mulated and accepted. This item 
needs no explanation. 

(5) The item of individual relation- 


20° | . Service as a basis for profit making is 
coming to be recognized as the true method for 
creative industry.” See “The Profession of 
Commerce in the Making,” The Annals, May, 
1922, p. 203. Loose presentation of the service 
ideal as applied to real estate business is found in 
Hinman and Dorau, Real Estate Merchandising, 


ch. 2. 


AMERICAN ACADEMY q 


ship, or personal service, is essential to 
professionalization and stands in direct 
contrast to aggressive sales promotion, 
and so forth. In the profession the 
customer seeks the practitioner rather 
than the practitioner the customer. 

(6) Public responsibility means an 
obligation torender service, regardless of 
monetary relationships. It means the 
obligation of the doctor to treat every- 
one (and here a friend raises the question 
as to whether medicine is a profession) 
and the minister to serve all alike. 

Clearly, these standards represent 
an ideal, but with every occupation in 
the world aspiring to and calling itself 
a profession, some criteria must be 
established. 


PROFESSIONALIZATION IN REAL Estate 


In the light of these criteria, then, do 
the English professional societies, in 
contrast with the American Associa- 
tion, approach the professional ideal? 
The English societies are centered 
around the notion of training, and they 
have gone a long way in satisfying 
this requirement. In the American 
organization it is not an essential to 
entrance. Secondly, if professionaliza- 
tion involves a subjugation of the ac- 
quisitive motive, certainly neither can 
be completely approved as a profession. 
The English practitioner has fewer cross 
purposes than our American real estate 
man. For example, it is decidedly 
unethical conduct for a man whose 
primary business is that of agency to 
buy or to sell for himself as contrasted 
with working for principals. It would 
seem that in both countries sales pro- 
motion and working only on stipulated 
compensation quite eliminate the per- 
sonal service and public responsibility 
idea so essential to a professional ideal. 

The question may be frankly raised 
as to whether or not the real estate busi- 
ness either in England or the United 
States is a trade or a profession. In 
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| to the final analysis, it is primarily a way show usmuch. They have established 
ect of earning a livelihood. Of course, it significant categories of membership 
on, should be conducted under decent and which are incentives to self-preparation 
the fair working rules. However, behind on the part of members. The whole 
her these attempts to professionalize the educational structure which has been 
real estate business is the primary fact built by the older societies is strikingly 
an that it pays. It is doubtful whether — significant. The movements in both 
3 of business can, or need be, profession- countries could profit by more intimate 
the alized. knowledge of each other’s interests and 
ry- In conclusion, the English societies activities. 
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AND is valued because of its pro- 
ductive power, which is here 
widely defined to include its usefulness 
for dwellings, offices, and factory sites, 
crops, forests, and mineral products. 
Differences in land values arise out of 
differing degrees of productive power 
for each or any of the above purposes. 
Not only does the productive power of 
one tract of land differ from that of 
another, but the same tract of land 
changes in this aspect from time to 
time. These changes in productive 
power may be brought about by ex- 
ternal factors, such as movements of 
population, growth or decline of in- 
dustries, changes in the habit of living, 
changes in diet, and so forth. 

Changes in the quality of land itself 
also may alter its productive power, 
as, for example, soil erosion, accumula- 
tion of alkaline salts, and development 
of soil acidity. Certain properties of 
land, however, may be regarded as 
indestructible, regardless of the pur- 
pose for, and the extent to, which the 
land has been used. For purposes of 
analyzing the indestructible properties 
of land, we shall classify it into four 
groups, namely, agricultural, forest, 
urban, and mineral lands, this classifi- 
cation being based upon the different 
types of products derived from each. 


AGRICULTURAL LAND 


_ In the case of agricultural land, its 


productiveness consists in its ability 
to yield crops of grain, vegetables, 
cotton, and so forth. Ricardo stated 
in The Principles of Political Economy 
and Taration that rent is paid for the 
use of the original and indestructible 
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properties of the soil’’ under a rational 
system of agriculture. This statement 
has evoked criticism based upon the 
fact that soils, under continuous crop- 
ping, are known to return declining 
yields. Such criticism, however, arises 
largely out of a misunderstanding of 
the meaning of the terms “original and 
indestructible powers.”’ First, it will 
be well to examine the views of the 
students of soils. The terms “‘ worn- 
out soils,” “depleted soils,” or “ex- 
hausted soils” are frequently encoun- 
tered in the literature. One of the 
foremost students of soils, the late 
Cyril G. Hopkins, said: 


The most important material problem 
of the United States is to maintain the 
fertility of the soil, and no extensive agri- 
cultural country has ever solved the prob- 

The rule is almost universal that old 
land is less productive than new land. . .. 

If the art of agriculture has ruined land, 
the science of agriculture must restore it; 
and the restoration must begin while 
some farmers are still prosperous, for 
poverty-stricken people are at once helpless 
and soon ignorant.? 


The general view of soil scientists 
is that soils decrease in productive 
power under the ordinary practice of 
agriculture as carried on in this coun- 
try. ‘The economist assumes, without 
explicitly stating it, that when he 
says soils are permanent and in- 
destructible, he means that a rational 
system of agriculture will be practiced 


‘Consult the Book of the Rothamsted Expert- 
ments (1917). 

2 C. G. Hopkins, Soil Fertility and Permanent 
Agriculture, pp. xviii, xix. 
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—an assumption not always justified 
by observed conditions in the United 
States. 

However, much of the difference of 
opinion between soil scientists and 
economists is a matter of misunder- 
standing of terms, the economist being 
in part at fault in not being explicit 
in his definition, and the student of 
soils being at fault in placing too 
narrow an interpretation on the mean- 
ing of the word land. _ 


POWERS OF THE SOIL 


First, what is meant by powers of the 
sol? Evidently it means power to 
produce, or, in short, productiveness. 
Productiveness is a better term to use 
than fertility, since the latter term 
has very often come to be used in 
connection with chemical composition. 
Second, what is meant by sol? For the 
purpose of this discussion, all the 
physical factors that affect the produc- 
tiveness of the land are included in 
the term soil. ‘These factors can be 
classified into two groups: (1) the soil 
itself; and (2) the external factors, 
especially climate and topography. 

In order to dispose of the second of 
these groups, a few examples may be 
cited to illustrate the importance of 
topography or climate as factors in 
the productiveness of land. 

(1) The raisin industry of the Fresno 
district, California, owes its peculiar 
advantage to the fact that it is in a 
region of shifting winds, the moisture- 
bearing, prevailing westerly winds of 
the winter giving place to the warm, 
drying, northeast trade winds of the 
summer. It is also a region of low 
humidity. ‘These factors combine to 
give it a warm, dry period in which the 
grapes can be dried in the sun, a process 
that is less expensive than artificial 
drying, and hence is a valuable asset 
to this grape district. 

(2) Another instance is that of the 
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cofiee district of Brazil. The topog- 
raphy of this district is that of a tilted 
block with its up-raised side facing the 
ocean. The southeast trade winds 
blow against the “block” and drop 
their moisture. Passing down the 
gentle slope of the block to the interior 
they become drying winds, this climatic 
condition existing at the time that the 
coffee is ripe and is being dried. Here 
is an instance where topography and 
wind direction coéperate with the soil 
itself to give a region peculiar ad- 
vantages in production. 

Climate is, of course, an unchange- 
able condition. Topography is usu- 
ally so in the case of rural land, al- 
though there are exceptions to this 
rule in regions of rough topography 
where the removal of the forest cover- 
ing, or the prairie sod, has resulted in 
the washing of the soil. These in- 
stances are, however, minor and usu- 
ally the farmer will take steps to 
prevent erosion if his acres are valuable. 
In urban land sites, however, substan- 
tial changes in topography are very 
frequently effected. With these ex- 
ceptions and explanations, there can 
be no disagreement with the statement 
that these factors are permanent and 
cannot be changed by man. 

Returning to the first of these two 
groups, the soil itself, there seems to 
be a difference of opinion between 
economists, on the one hand, and the 
soil scientists, on the other. The dif- 
ficulty can be cleared up by analyzing 
or separating the soil into its several 
parts and considering the function of 
each: texture, organic matter, chemical 
composition, and organisms of the soil. 

Som TEXTURE 

By soil texture is meant the size of the 
soil particle. Thus, we have sands 
where the soil particle ranges from 


0.5 millimeters to 0.25 millimeters in 
diameter, to the clays where the soil 
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particles are 0.005 millimeters, or 
smaller. A given soil texture imparts 
to the soil a very definite character. 
It is the most important factor govern- 
ing the water-holding capacity and the 
water retentivity. It determines the 
workableness of the soil. Upon tex- 
ture, more than anything else, depends 
the kind of crop to which the soil is 
best suited. Texture governs to some 
extent the soil temperature, and thereby 
affects the length of the growing season. 
Soil texture, under ordinary con- 
ditions, cannot be altered, and the 
character it imparts to the soil is 
thereby destroyed. It is true that the 
character of a heavy clay soil, for 
example, can be altered by adding 
sand; but the quantity of sand re- 
quired to effect a perceptible change, 
even on a small plot, is so enormous 
that it is out of the range of practical 
possibility on general farm land. 


OrGANIC MATTER 


The organic matter of the soil is the 
residue of partly decayed grass and 
tree vegetation which has accumulated 
since vegetation on the existing land 
areas began. ‘This organic matter may 
be considered in two classes, active 
and inactive, although no very sharp 
lines can be drawn between them. 
The most active organic matter con- 
sists of such substances as decaying 
plant roots and crop residues, green 
manures, and animal manures, in- 
corporated in the soil. These products 
decay rapidly in the soil, and in the 
process of decomposition they liberate 
not only plant food which they contain, 
including nitrogen, phosphorus, and 
potassium, but they also set free other 
decomposition products, such as car- 
bonic acid, nitric acid, and organic 
acids, which have power to dissolve 
more or less additional plant food from 
the mineral part of the soil. 

The inactive, or less active, organic 
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matter consists of the more resistant 
organic residue which remains after 
several years and which decomposes 
very slowly. If present in large quan- 
tities, its gradual decomposition may 
still supply sufficient nitrogen to meet 
the needs of good crops, although its 
power to liberate mineral plant food 
from the soil may not provide adequate 
supplies of available phosphorus, po- 
tassium, and so forth. 

The organic matter has accumulated 
over a period of time requiring many 
years, and is relatively permanent. 
Organic matter cannot be added to in 
any appreciable amount by plowing 
under green crops. For example, a 
soil whose organic content is six per 
cent has in an acre seven inches of 
soil of 2,000,000 pounds, 120,000 
pounds of which is organic matter. 
If a two-ton crop of clover is plowed 
under, assuming that none of it was 
oxidized to end products of carbon 
dioxide and water,’ it would add only 
about three per cent to the organic 
content of the soil and two-tenths per 
cent to the weight of the soil itself. 
Much of the clover, however, would be 
oxidized and escape as carbon dioxide, 
water, or free nitrogen, with the result 
that the existing organic matter is 
increased in quantities far below one 
percent. ‘This does not mean that the 
plowing under of organic matter (green 
crops) does not play an important part 


in crop production, but its function 


is not that of adding to the quantity 
of organic matter. 

It is the active organic matter which 
furnishes the nitrogen for the plant, 
and this can be exhausted. For this 
reason, it should be placed in the cate- 
gory with the critical mineral elements. 
It can be supplied by green manuring 
or by commercial inorganic nitrogen. 

It is the inactive humus, however, 


*Carbon dioxide and water are the final 
products of complete decay of organic matter. 
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which affects the water-holding capac- 
ity of the soil and, to some extent, its 
workableness, that is regarded as 
permanent. ‘Thus, the difference be- 
tween high organic soils (prairie soil) 
and low organic soils (timber soil) is 
probably a permanent one. 

The microdérganisms are a necessary 
part of the soil in so far as its produc- 
tiveness is concerned. The growth of 
plants could not go on without the aid 
of the microérganisms, which serve 
to make available the nitrogen and 
insoluble plant foods. They are in- 
destructible and cannot be controlled 
by man. They represent an inde- 
structible power of the soil. 


CHEMICAL COMPOSITION 


The chemical composition of the soil 
is generally understood to mean, not 
a complete analysis, but a determina- 
tion of the amount of those plant food 
elements of which there is a possible 
scarcity, namely, phosphorus, potash, 
nitrogen, calcium, and probably sul- 
phur. Under an exploitative system 
of agriculture these elements, particu- 
larly phosphorus, can be depleted to 
a point where the productivity of the 
soil will suffer. But these elements can 
be replaced with comparative ease, and 
there are abundant quantities of each 
found in nature. ‘The rising price of 
agricultural products and the increas- 
ing demand for land will result in a 
practice of replacing these critical 
elements in quantities equal to, or 
greater than, the amount removed in 
the crop. This is already the case in 
certain Kuropean countries. Hopkins 
has pointed out that Italy imports 
more phosphorus in fertilizers than is 
removed in the crops from the agricul- 
tural lands. The supply of mineral 
plant food is not inexhaustible, and 
the productive power of the soil, 
which is in part dependent upon a 
supply of these minerals in soluble 
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form, is not an indestructible power 
under an exploitative system of agri- 
culture as is practiced in the United 
States. It is significant, however, 
that the productiveness of the soil, 
in so far as it is dependent upon 
chemical elements, is quite 
maintained or restored. 

The soil may be compared to a> 
manufacturing plant, with this dif-— 
ference, however, that, whereas the 
buildings and the machinery of a 
manufacturing plant depreciate, 
soil factory is permanent. It is a _ 
factory in which raw materials are — 
converted into finished food products, 
i.e., the chemical elements are com- 
bined to form corn and wheat. Cli- 
mate, topography, and soil texture are 
the buildings and grounds in which 
the operations are carried on. The 
critical plant food elements may be 
regarded as the supply of raw materials 
out of which the finished product is 
made. 


The decaying organic matter ; 
and the microérganisms causing this 
decay may be regarded as the power 
factors in the plant. Where the plant | 
is supplied with a large quantity of raw 
materials, manufacturing can be car- . 
ried on for a long time without re- 
plenishing the supply. Eventually, 
however, there will be needed a re- 
plenishment of plant food elements 
out of which to manufacture food—the 
application of fertilizers, or a rational - 


agriculture. 
RATIONAL AGRICULTURE 


‘There remains yet to be defined the 
term “rational.” The rational use of 
agricultural land means: (1) the resto- 
ration of critical or limiting plant foods 
in an amount equal to, or greater than, 
that removed by the crops; and (2) 
the proper protection and management 
of the soil against destructive erosion. 
This does away with the necessity of 
saying that livestock farming, or 
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rotation of crops, and so forth, is a 
rational system of agriculture, for this 
is not strictly true. There is, under 
the best livestock management, or 
dairying, a loss of phosphorus which 
must eventually be replaced by the 
mineral fertilizers. 

Probably not more than one-tenth of all 
the phosphorus shipped from American 
farms in animal products is returned to the 
soil in bone fertilizers. . . . 

In any case, livestock farming can never 
be permanently profitable to a large propor- 
tion of the farmers in a great agricultural 
country, because the world cannot live on 
meat and dairy products only, and the 
relative supply and demand always com- 
pels the sale of much grain from most 
farms . . . and livestock farmers who feed 
only the produce from their own land 
gradually reduce the phosphorus of the soil, 
at least by the amount sold in the animal 
products.‘ 


' On the other hand, a rational agri- 
culture can be carried on without the 
use of livestock. Experiments carried 
on for thirty-five years on plots at the 

Pennsylvania Experiment Station show 
that the fertility and organic content 
of a soil can be maintained by growing 
crops in rotation and applying mineral 
fertilizers. What constitutes ra- 
tional system of agriculture, then, will 
depend upon the locality, the kinds of 
crops raised, the climatic conditions, 
and the kind of farming engaged in, 
but it must take care of the two 
propositions laid down in the definition 
above. 

Productivity of forest lands is, in 
many respects, the resultant of the 
same elements which operate in the 
case of agricultural land. Certain 
characteristics, such as the supply of 
organic matter (leaf mold) can be 
destroyed in part by forest fires. ‘The 
surface of the land in an area denuded 


4C. G. Hopkins, Soil Fertility and Permanent 
Agriculture, p. 184. 
§ Bul. No. 146, Pa. Agr. Exp. Sta. 
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of its forest covering is less subject to 
control than in the case of agricultural 
land. ‘The greater depth of tree roots, 
as compared with annual plants, serves 
to extend the soil environment from 
which mineral plant foods can be 
drawn, so that the question of soil 
exhaustion in forest areas is not likely 


to arise. 
UrBAN LAND 


The productivity or urban lands 
consists of benefits derived from the 
use of such land for residential pur. 
poses, office buildings, factory sites, 
terminal facilities, and so forth. The 
properties of the land which give it 
value are standing-room and situs. 
By situs is meant the location of a 
plot of land with reference to those 
activities of man in its vicinity which 
permit of its use for profit-taking 
purposes. ‘The value of a plot fora 
warehouse, for example, is governed 
largely by its location near a railroad 
depot or a dock. Situs value, there- 
fore, determined by external factors, 
may vary with the rise or the decline 
of industry, changes in population, 
or any of the many variables charac- 
teristic of economic society. 

Standing-room, or space, is a prop- 
erty of the land itself; it can neither be 
created nor destroyed. The produc- 
tive power of such an area can, how- 
ever, be impaired or destroyed in- 
directly. Its most effective use for a 
given purpose depends upon its being 
in a unit of economic size. A depart- 
ment store cannot find it profitable to 
use a lot large enough for a dwelling 
or a gasoline filling station. Cases 
may arise where a plot of land is too 
small to be used by any of the types of 
business that can advantageously lo- 
cate in its vicinity, and where conditions 
are such that it cannot conveniently 
be added to adjoining properties with- 
out necessitating rearrangement oF 
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reconstruction of entire buildings. In 
such cases, the immutable location of 
property boundaries renders its poten- 
tial spatial productivity of no avail. 
In the ordinary sense, mineral lands 
possess none of the indestructible 
properties of agricultural or urban 
lands. The mine is a wasting asset, 
and, although it may require several 
years or even decades to exhaust an 
individual mine, the day of exhaustion 
eventually arrives. For the mining 
company, this necessitates a policy 
of continually purchasing additional 
mineral-bearing lands. For society, 
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generally, the factor is not of acute con- 
cern, inasmuch as the world’s apparent 
stock of metals and minerals is far 
from being exhausted. 

The term land covers a natural re- 
source composed of many complex 
relationships, all of which are factors 


in determining its degree of produc- | 


tivity. Some of the factors in this 


complex substance—land—are _in- 
destructible; others are not. The lat- 
ter properties are easily restored, 


however, through proper soil manage- 
ment and replenishment by available 
elements. 
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Limitations to Private Property Rights 


Assista nt Pro 


ROPERTY means ownership. It 

is the legal right to the services of 
wealth or to the services of free human 
beings, that is, to income, as the word 
is commonly used by economists. 
Wealth, as the term is here used, refers 
to all those things such as food, cloth- 
ing, automobiles, buildings, and |and— 
things which are necessary for existence 
and for the enjoyment of life. As re- 
gards wealth in general or land in 
particular, property means the right to 
acquire, to use, to control, and to dis- 
pose of it. Mere possession of an ob- 
ject does not constitute property right 
in it. There must be some sort of 
social recognition; the laws and customs 
of the community in which the wealth 
is located or in which the owner lives 
must protect him in the exclusive use 
and control of the thing owned. 


CONCEPT OF PROPERTY 
A CHANGING ONE 

While the right of property denotes 
in every state of society the largest 
powers of exclusive control over wealth 
which the law accords, yet, as was ob- 
served by a distinguished economist 
writing fifty years ago, these powers of 
exclusive use and control are various 
and differ greatly in different times 
and places. A historical treatment of 
the institution of property, or a com- 
parative study of the institution as it 
exists among the various countries of 
the world at the present time, shows 
clearly that the word property does not 
always stand for exactly the same idea. 
While the concept of property may be 
explained very satisfactorily in a gen- 


an Land in the United States 
By W. C. PLUMMER 


fessor of Economics, University of Pennsylvania, Philadelphia, Pennsylvania 


eral way, in spite of the fact that it 
is a changing concept, it always means 
something more definite when ex- 
plained in connection with a given 
group of people at a given time. Pri- 
vate property in general is one of the 
fundamental institutions of our pres- 
ent economic system; private prop- 
erty in land has always occupied a 
strong position in the United States, and 
continues to do so at the present time. 

It is scarcely necessary to mention 
that absolute property hardly exists, 
that is to say, the right of use, control, 
and disposal is almost always limited 
or restricted by law. It is the purpose 
of this article to call attention to the 
limitations to private property in land 
in the United States at the present 
time, with some regard also to the 
immediate past. 


TAXATION 

‘Taxes upon land are a distinct limi- 
tation of private property rights. 
Land possesses certain characteristics 
not found in other classes of wealth, 
and for this reason it has often been 
regarded as a subject for special taxes. 
These taxes in amount may range all 
the way from a small fraction to the 
entire income of land. The purpose of 
such taxes, if they are comparatively 
small, is to raise revenue for the sup- 
port of the Government; but if they 
are very large, the predominating pur- 
pose is usually to bring about reforms 
in the social system. Taxes on land in 
this country date from the earliest 
colonial times and have always been one 


of the important forms of taxation. 
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Since the publication of Progress and 
Poverty in 1879 by Henry George, in 
which he advocated what is known as 
the single tax, there have been numer- 
ous individuals and groups who would 
like to bring about radical changes in 
the social-economic order by further 
limiting private property rights through 
heavier taxes on land. ‘The advocates 
of the single tax contend that the 
Government should take in taxes the 
entire economic rent of land, and that 
this should be the only form of taxa- 
tion. The use of the single tax would 
mean practically the abolition of pri- 
vate property in land and the substitu- 
tion of community ownership. There 
would probably still remain the right of 
private possession, of alienation, and of 
use for productive purposes, but the 
user of the land would be compelled to 
pay to society, in the form of taxes, the 
full economic rent. By economic rent 
is meant the income of land itself, ex- 
clusive of any improvements on it. 
Since the market value of land depends 
upon its present and anticipated future 
income, the introduction of the single 
tax would take from the present owners 
the equivalent of the entire value of 
their land. 


ATTEMPTS TO INTRODUCE THE | 
SINGLE TAx 
Frequent attempts have been made 
locally to introduce the single tax. Mr. 
George ran for mayor of New York 
City in 1886 on a single tax platform, 
and though defeated he made a sur- 
prisingly good showing. ‘The State of 
Oregon was a battleground of those for 
and against the single tax from the 
years 1908 to 1918, during which time 
a single tax movement to amend the 
Constitution was strongly supported, 
but finally defeated. ‘There has been 
agitation for the single tax in other 
states, principally in California, Col- 
orado, and Missouri. 
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In 1913, the legislature of the State of 


Pennsylvania provided for a gradual 
decrease of building assessments for 
cities of the second class—Pittsburgh | 
and Scranton—until by 1925 the rate — 
was to be fifty per cent of that on land. 
This is far from being a single tax law, 
but it does discriminate against land 


for taxation purposes. While both 
Pittsburgh and Scranton are thus privi- 
leged to make land bear a relatively 
greater burden of taxation than the 
buildings on it, Pittsburgh is the only 
one actually doing it. 

In 1922, the legislature of New York 
authorized the various local govern- 
ment units to exempt from local taxes 
all new buildings planned for dwelling 
purposes exclusively. Such exemption 
was not to extend beyond January 1, 
1932. The purpose of the act was to — 
relieve an acute housing problem. 

Taxes on land will undoubtedly 
continue to be one of the principal 
forms of taxation. There will prob-— 
ably continue to be agitation for the — 
single tax, but, judging by the past, — 
there does not seem to be much likeli- 
hood that such an extreme measure — 
would be adopted even locally. Pri- 
vate property rights in land are too — 
firmly established. One of the desira- 
ble effects of the single tax movement, 
however, has been to call attention to— 
the “unearned increment”’ as a subject 
of taxation. Many fiscal authorities 
who condemn the single tax see nothing 


unjust about taking at least a large part — 


of future increases in land values which — 
are socially created, providing 
Government announces its intentions 
beforehand. The Federal income tax — 

law recognizes increases in land values — 

as a subject for taxation by providing — 

that increment and decrement from F 
purchases and sales are to be included | 
in making the return of income for tax 
purposes. 
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EMINENT DoMAIN _ 


Eminent domain, or the right to take 
private wealth for public or quasi- 
public purposes by paying just com- 
pensation, is a power of the Federal and 
state governments. This power is also 
commonly delegated by state legisla- 
tures to municipal corporations. City 
governments generally have power to 
appropriate private property, under 
the condition that the wealth be for 
public use and that the owner be com- 
pensated for it in the manner pre- 
scribed by law. 

At the present time municipal gov- 
ernments have need of a great deal of 
land, and usually acquire it by “con- 
demnation,” as the proceedings are 
called, when private land is taken for 
public use under the power of eminent 
domain. Land is needed for public 
schools, public libraries, museums, 
parks, and for other public purposes too 
numerous to mention. Sometimes the 
city governments buy their land in the 
open market, just as a private person 
would do, but the opportunities for 
graft are so great that some cities are 
prohibited by their charters from buy- 
ing land in this manner. With the 
growth of cities and the broadening 
functions of government more land is 
needed by municipalities, and this is 
being transferred from private to pub- 
lic ownership under the right of emi- 
nent domain. 


Pusiic OWNERSHIP 

To the degree that there is ownership 
of land by the Federal, state, or local 
governments, there is an extensive 
limitation of private property rights in 
land. The Federal Government is the 
largest single land owner in the United 
States. It has been estimated that the 
Federal, state, and municipal govern- 
ments own a total of 870,000,000 acres 
of land in the United States and Alaska. 


Tue ANNALS OF THE AMERICAN ACADEMY 


This is about thirty-eight per cent of 
the total land area of the United States 
and Alaska. The remaining sixty-two 
per cent is privately owned. 

On account of the great public do- 
main, the proportion of land owned by 
the Federal Government at one time 
was much greater than now. It was 
the policy of our Federal Government 
during the last century to transfer this 
land to private ownership as rapidly as 
possible in order to populate and de- 
velop the country. With all the ad- 
vantages of this policy of encouraging 
home ownership and owner-operation 
of land, particularly agricultural land, 
there were some distinct disadvantages 
of alienating so rapidly the forest and 
mineral lands. 

Private interests own four-fifths of 
the timber in the United States at the 
present time. These timber lands were 
at one time part of the great public 
domain, and were transferred from 
public to private ownership in very 
much the same way as the agricultural 
lands. As satisfactory as this policy 
may have been in regard to agricultural 
lands, it resulted in wasteful and other- 
wise unsatisfactory utilization of forest 
lands. 

The necessity for conservation of our 
forests was recognized by some persons 
during the period of homestead laws 
and the period of land grants to rail- 
roads and to the states, but little was 
done about the matter before the time 
of President Roosevelt. The Presi- 
dent, with the aid of Gifford Pinchot, 
“the father of conservation,” and 
others, was responsible for a public 
conservation movement which resulted 
in a change of the policy of alienating 
the forest and mineral lands. The 
Government decided to retain certain 
of the forest lands under public owner- 
ship and mineral rights in other lands. 

Of the five hundred million acres of 
forest land in the United States, four 


hundr 
owne¢ 
are 
public 
forest 
Govel 
and is 
of oul 
privat 
cent 

privat 
their. 
forest 
have 

alway 
natior 


Bui 
Bui 


limita 
use h 
impos 
in thi: 
The p 
earlie 
Later 
one 
tions. 
of wo 
tricts 
Slaug 
stable 
to re 
In 18 
heigh' 
Chica 
also e 
ings. 
vided 
distric 
from 
Zon 
given 
a city 
apply 
to wh 
tricts 
put. 
ited 


pe | ai 


LIMITATIONS TO PRIVATE Property RiGHtTs IN THE UNITED STATES 59 


hundred million acres are privately 
owned and one hundred million acres 
are publicly owned. Most of the 
publicly owned timber is in the national 
forests. ‘The timber owned by the 
Government is of poor average quality 
and is hard to reach. Eighty per cent 
of our standing merchantable timber is 
privately owned. Ninety-seven per 
cent of our annual cut comes from 
privately owned forests. By reason of 
their extent, quality, and location, the 
forest lands now in private ownership 
have always furnished, and must 
always furnish, the great bulk of the 
nation’s timber supply. 


BurtpING RESTRICTIONS AND ZONING 


Building restrictions, which are a 
limitation of the right of the owner to 
use his land as he sees fit, have been 
imposed by state and city governments 
in this country for more than a century. 
The purpose of these restrictions in the 
earlier times was to reduce fire risk. 
later, safeguarding of health became 
one of the objects of such restric- 
tions. Laws prohibiting the erection 
of wooden buildings in congested dis- 
tricts had been in force since early days. 
Slaughter houses, pigsties, and livery 
stables were many years ago subjected 
to restrictions concerning location. 
In 1885, New York City limited the 
height of dwellings to eighty feet. 
Chicago and Boston shortly thereafter 
also established height limits for build- 
ings. In 1909, Los Angeles was di- 
vided into residential and industrial 
districts, and industry was excluded 
from the residential sections of the city. 

Zoning is the name which has been 
given to the recent practice of dividing 
acity into districts for the purpose of 
applying regulations governing the use 
to which the land in the various dis- 
tricts and the buildings thereon may be 
put. New York City is generally cred- 
ited with being the first American city 


to pass a comprehensive zoning ordi- 
nance. This was done in 1916. It 
was followed in quick succession by 
numerous other cities which passed 
ordinances providing in great detail for 
dividing the city into districts classified 
as residential, business, and industrial, 
and limiting the use and height of the 
buildings in the various districts. 

These various restrictions have been 
contested in the courts on the ground 
that they have been unwarranted or 
unreasonable infringements of the 
right of private property, but on the 
whole the courts have declared the 
restrictions to be constitutional. In 
1908, the Supreme Court of the United 
States declared an ordinance regarding 
height limits to be constitutional. In 
1927, the Supreme Court of the United 
States in one of its decisions declared in 
favor of the right of a city to regulate 
building lines, that is, to prohibit 
buildings from being constructed with- 
in a certain number of feet of the street 
or of other buildings. While, on the 
whole, the Supreme Court has declared 
in favor of building restrictions, it has 
not approved every zoning ordinance 
that has been passed and contested in 
the courts. Some of them have been 
declared unconstitutional for various 
reasons, particularly because they are 
not definitely justified by public welfare. 

Several of the states have adopted 
laws discriminating against aliens in 
regard to land ownership. California 
and Washington refuse to permit aliens 
ineligible to citizenship to own land or 
to lease it for longer than a period 
of three years. Washington includes 
other aliens who have not declared their 
intention to become citizens. 
Supreme Court, in two decisions handed 
down in 1923, decided that these laws 
are constitutional. 

It has been pointed out above that 
private property is one of the funda- 
mental institutions of our present 
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economic system and that private 
property in land is firmly established in 
the United States. However, the right 
of use, control, and disposal of land is 
almost always limited by law. ‘The 
important limitations of private prop- 
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erty rights in land at the present time 
are taxation, the right of eminent 
domain, public ownership, building 
restrictions in cities, and the prohibj- 
tion of the right of property to certain 
classes of persons. 
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N this economic world useful things 

become valuable when they become 
scarce. A price is set upon them and 
their values are reckoned either in 
terms of all other useful commodities 
and services or in terms of one com- 
modity, such as gold. This price of ¢ 
desirable and a scarce thing is said to 
be its value. The process by which 
men agree upon the value of a thing 
may properly be called valuation. 

The two terms “value” and “ valua- 
tion” are seldom distinguished in this 
manner. ‘The literature of economics, 
and particularly those sections dealing 
with land economics and real estate, 
is replete with examples of the varying 
and the confusing uses of the two 
terms. ! 

This article is an attempt to delineate 
the terms and to suggest a usage which 
will prove serviceable and in accord- 
ance with the facts. 


Wuart Is a Turory? 

The confusing uses of the terms 
“value” and “valuation”’ spring origi- 
nally from a misunderstanding of the 
nature of a theory and of the process of 
its construction. ‘To the average man 
the word “theory” is a synonym for 
“vague” and “impractical.” It is 
something to be scrupulously disdained. 
It is easy to find him saying that a 
thing looks all right in theory, but that 
it has no value in practice; or that it 
looks good on paper, but does not 
work, 

‘For an example of this among economists, 


consult Lionel D. Edie, Economics: Principles 
and Problems, pp. 172-74. 


The Distinction Between Value and Valuation 
and Its Application to Real Estate 


By Wetpon Hoor 
Instructor in Economics, University of Pennsylvania, Philadelphia, Pennsylvania 


This conception of a scientific theory 
is a mistaken one. A scientific theory, — oo 
if it is a correct one, is not an impractical 
thing, but is, instead, an extremely — 
practical explanation. A theory is an | 
explanation of facts, and if it ade- 
quately explains the facts it must be 
practical. In any observational sci- 
ence there is always one final test of 
the validity of a theory. If it works, © 
it is a good one; if it does not work, — 
then it must be discarded and another 
one must be developed. 

The economist constructs theories — 
or explanations of the economic system | 
in somewhat the same way as the 
physicist or chemist offers theories to — 
explain the constitution and the be- 
havior of matter. The economist is — 
confronted by an economic system in 
which men, known as business enter-— 
prisers, compete for the use of other 
productive agents (land, labor, and 
artificial capital). Having secured 
these agents, enterprisers use them to 
produce commodities and _ services. 
As these commodities (bread, clothing, 
furniture, and so forth) and services 
(insurance, transportation, so 
forth) are produced, a price is set upon 
them. This price may be taken as 
the value of the commodity or service 
at any given time, although it cannot 
be used as a measure of value over long 
periods, since the price is in terms of 
money based on gold and the value of 
gold may change over a period of time. 
A price is also set upon the productive 
agents, and as this price is high or 
low the share of the agent in the total 
product is large or small. This is 
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equivalent to saying that the four 
productive agents—land, labor, arti- 
ficial capital, and business enterprise — 
unite to produce commodities and 
services. This product is called in- 
come. Payments for the use of pro- 
ductive agents are at the same time 
the costs of production of the business 
man and the shares of the productive 
agents in the total net income pro- 
duced. Netincome, it should be noted, 
is the remaining income after all 
replacements have been made. 

It is the economist’s most imposing 
problem to explain the processes, 
rules, principles, or laws which govern 
the values of commodities and of the 
productive agents used to produce them. 
How difficult and how important this 
problem is, may be seen from the fact 
that the total annual income produced 
in the United States approximates 
ninety billion dollars, that the esti- 
mated value of our national wealth 
is several times this sum, while the 
total annual value of all exchanges, i.e., 
purchases and sales, in the United 
States is upwards of seven hundred 
billion dollars. Exchange or market 
values are placed upon all items of 
wealth and income which are exchanged 
as well as upon many items which are 
not exchanged. 
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_ The economist’s explanation of the 
manner in which these values are 
determined is known as the theory 
(or explanation) of value. According 
to this theory, briefly stated, the value 
of those commodities which are re- 
producible will tend to be established 
at the cost of production, so long as 
conditions of competition prevail. 
This is brought about by the action 
of the familiar forces of supply and 
demand. 

In the case of the division of the 
income from the productive agents, 
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the explanation is that the marginal 
or “last’’ unit of a given agent will 
determine the price at which the other 
units may be had, and hence, under 
competitive conditions, will determine 
the share or percentage of the total 
product which the agent will receive. 
In the case of two of the productive 
agents—labor and artificial capital— 
the supply can be increased or de- 
creased. ‘The amount of labor avail- 
able at any given time tends to vary 
according to the size of the population 
within a given area and according to 
the proportion of that population 
which is gainfully employed. The 
supply of artificial capital varies with 
the amount of savings which are used 
for purposes of investment in durable 
economic goods. The share of the 
business enterpriser is known as “pure 
profits’’—the residue which is left over 
after all expenses have been paid. 
The expenses of the enterpriser would 
include a payment for his own labor 
and interest on his own capital. If 
competition were perfect and if un- 
certainty could be entirely eliminated, 
the pure profits of the business enter- 
priser would not exist. But, this is a 
condition contrary to fact in a world 
of reality, and consequently pure 
profits continue to exist. 

The share of income which goes to 
land as rent is determined by circum- 
stances which are partly peculiar to 
land. The supplies of labor, artificial 
capital, and business enterprise may 
be increased or decreased by incurring 
specific costs; but the physical supply 
of land is practically fixed, and even 
the economic supply available for use 
can be increased or decreased in any 
one locality only within narrow limits. 
Hence, the share of income which 
goes to land, and therefore to the value 
of land, is influenced primarily by 
the demand for it under conditions of 
relative fixity of supply. As demand 
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increases, the possibility of increasing 
the usable supply is more remote than 
in the case of labor and artificial 
capital. As a result, the share of 
income which goes to land and to the 
value of land may be expected, in the 
long run, to rise sharply, unless 
economic supply can be increased in 
direct proportion to growing demand 
with increasing population. 


PROCESSES OF VALUATION 

The actual values which the econ- 
omist sees placed upon commodities 
and services in the business world of 
today are the results of processes of 
valuation’ carried on by those engaged 
in business. Business men are ac- 
customed to sell their products for 
what they can get for them—fre- 
quently regardless of the costs of 
production. In the business man’s 
estimate of the sale value of products, 

there will usually appear an estimate 
not only of its present value, but also 
of its future value, provided, of course, 
that it is a product which can be held 
without deteriorating. Similar con- 
siderations influence the buyer. Be- 
tween seller and buyer a process of 
bargaining is carried on until a price 
(or value) is agreed upon and a sale 
ismade. ‘This constitutes the market 
value or the market price. 

There are many cases in which it is 
necessary to secure an expression of a 
value for an article of wealth when no 
such value is placed upon it by the 
ordinary market processes described 
above. Numerous cases are found 
among the public utilities when rate- 
making is involved, and, in the case 
of real estate, for taxation and other 


*The term “appraisal” is a convenient 
| synonym for “‘valuation.”” Both terms may be 
restricted in their meanings to processes of 
reaching “values.’’ “Assessment” might also 
be used as a synonym for “‘valuation,”’ but it is 
less desirable because the use of the term is 
usually connected with taxation. 
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purposes, where a sale is neither in- 
tended nor perhaps desirable, although © 
the fixing of a value is necessary. 

If the article of wealth is freely 
reproducible—a building, for instance 
—a value might be placed on it by the 
process of securing figures on market 
costs of production and deducting — 
suitable amounts for depreciation due 
to various causes, or by securing figures _ 
on present cost of production new, — 
and deducting depreciation. Another 
process of valuation which might be 
resorted to is the capitalization of the — 
regularly recurring net income yielded © 
by the building at the prevailing rate 
of interest, with a similar capitalization 
of the expected increase in future 
income. Since expected decreases in — 
future net incomes cannot be com- 
puted mathematically, allowances for 
such decreases are usually made by 
increasing the present rate of capitali- 
zation. Resort is often made to cruder 
methods of valuation in an effort to 
secure value. Sometimes a commit- 
tee may meet to discuss and to agree | 
upon a value. That is perhaps the © 
crudest method in use. 

Except within certain limits, land is 
not a reproducible good. Hence, as — 
land, in its natural state, it has no cost 
of production and the process of valua- 
tion from cost of production is there- 
fore not applicable. Furthermore, 
since land is not composed of standard- 
ized units, each parcel being unique, 
and since sales are infrequent and 
usually not made in a highly compet-_ 
itive market, selling prices established _ 
under such conditions are a rather un-— 
satisfactory index of value. Thus, 
there remains only an analysis of the | 
net income which land produces, and — 
that which it may be expected to 
produce in the future, as the most 
reliable basis of valuation in order to 
arrive at a value. It is to the capital-— 
ized value of such present and antici- 
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pated net incomes that, in the long 
run, the economist would expect land 
values to conform. 


DIFFERENT Processes Give 
DIFFERENT VALUES 
_ It would be too much to expect that 
different processes of valuation would 
produce the same value results. ‘Thus, 
when values are sought, there is apt 
to be disagreement as to how the 
valuation should be accomplished or 
what method of valuation should be 
employed. Again, there may be dif- 
ferent values based on different valu- 
ation procedures for different pur- 
poses. A recent example,* which 
strikingly illustrates the point, has 
come to the attention of the writer. In 
a Georgia town an appraisal company 
was valuing the real estate within the 
town limits for taxation purposes at 
the same time that the valuation 
experts of the railroad were valuing the 
property of the railroad within the 
town for rate-making purposes. Since 
the appraisal company’s contract ex- 
cluded the railroad’s property, the 
town was left without a value for the 
property of the railroad within its 
limits. It was suggested that the 
town accept for taxation purposes the 
railroad’s own value of its property, 
arrived at by the process of valuation, 
for rate-making purposes. ‘he rail- 
road promptly objected. Aside from 
questions of attempts to secure high 
rates and low taxes, it becomes evident 
that if, for example, the railroad’s 
property were given a value based on 
original cost less depreciation, or on 
reproduction cost less depreciation, and 
the remainder of the property within 
the town’s limits were assessed at 
lower values arrived at by other proc- 
esses of valuation than either of the 
above, the result would cause dis- 


3For this illustration I am indebted to Mr. 
Louis Knight. 
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criminatory taxation of the railroad’s 
property. 

If valuation processes, used in cases 
where a market value is not provided 
by the usual market processes, were 
more perfect, it would be possible to 
approximate more closely those market 
values which competition would create. 
Such values would be the “normal 
values’’ of the economist, that is, 
those which would tend to be reached 
in a market composed of numerous and 
competing buyers and sellers, able and 
willing to buy and sell, and thoroughly 
informed as to the object of the 


transaction. 
**NoRMAL”” VALUE 4 


The desirability of approaching the 
economist’s concept of “normal value,” 
in cases where it is necessary to select 
a value by valuation procedure, raises 
the question of whether or not several 
valuations and several resulting values 
are more likely to give a closer ap- 
proach to “normal value” than the use 
of a single valuation process. It 
would seem that the larger the body 
of evidence, the more reliable the 
conclusions. Each process of ascer- 
taining a value approaches the problem 
from a different angle, and the com- 
posite result is that the final judgment 
is inclined to be more circumspect and 
reliable as evidence of normal value. 
The final value would be a composite 
or average result. 

A case of measurement analogous to 
this, but by no means identical with it, 
is illustrated by the method of the 
National Bureau of Economic Re- 
search in estimating the income of the 
United States. Happily, the market 
values were provided. But, two meth- 
ods were used to estimate the total 
income, and each estimate was made 
independently of the other. The 
first method used was to estimate 
by industries, in terms of money, 
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the annual net value product. The 
second method employed was to total 
the money incomes received. Each 
method attempted to measure the 
same thing from a different angle. 
Which of the two estimates could be 
taken as the income of the United 
States? The Bureau split the dif- 
ference between the two and calledthe 
average of the two estimates the na- 
tional income. 

Similarly, in finding values by 
valuation processes it is seldom pos- 
sible to secure one satisfactory result. 
The use of several valuation processes 
may prove more satisfactory than one, 
since each will be a check on the other. 
This is again analogous, and only 
analogous, to the choice of a median, 
a mode, or an average, by the statis- 
tician, although the cases are by no 
means identical, since value is not a 
statistical concept and the present 
writer is not prepared to discuss the 


possibility of its being made one. 
6 


VALUE AND VALUATION OF 
Reau Estate 

Real estate is composed of two 
agents of production—land and arti- 
ficial capital. Under the term “land” 
is included not only land which is used 
for site or agricultural purposes, but all 
natural resources. The term “arti- 
ficial capital” includes all the products 
of man’s labor—buildings, roads, 
fences, drainage systems, and so forth. 
The artificial capital element in real 
estate can itself be divided into two 
classes. ‘The first of these consists of 
improvements to the land such as 
roads, improved harbors, and so on. 
Such improvements are usually of a 
public nature and frequently increase 
the value of the land far above the cost 
of the improvements. ‘The second 
class of improvements may be termed 
improvements on the land. These 
consist, for the most part, of buildings. 
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Such improvements are usually, but 


not always, made by private agencies, 
and can be evaluated on a cost basis 
with satisfactory approximation. 

Since real estate is composed of the 
two components, land and artificial 


capital, and since the supply of the | 


first is relatively fixed in any one 
locality and the supply of artificial 
-apital can be increased or decreased, 
as previously explained, the principles 
determining the net incomes, and 
therefore the values of the two com- 
ponents, differ essentially. The for- 
mer analysis follows the laws of 
economic rent, while the latter follows 
those laws pertaining to the deter- 
mination of the interest rate. There- 
fore, when real estate is valued, the 
valuation process should be separated 
into two parts: (1) the land should 
be evaluated by any or all possible 
valuation processes intended to ascer- 
tain the present and the anticipated 
income-yielding capacity of land; and 
(2) the improvements on the land 
should be evaluated on a cost, less 
depreciation, basis. Let it be carefully 
noted again that in considering the 
value and the valuation of real estate, 
clarity is attained only when “value” 
is used as a result and when “valua- 
tion” is used as a process of finding 
a value. 

SUMMARY 

A substantial confusion exists in the 
literature of both economics and real 
estate concerning the use of the terms 
“value” and “valuation.” ‘This con- 
fusion, in the opinion of the writer, 
springs originally from the misunder- 
standing of the nature of a theory. A 
theory is an explanation of facts. 
Hence, a theory of value is an explana- 
tion of the influences determining value 
and a theory of valuation is an ex- 
planation of the processes used in 
arriving at a value. A value is the 
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result of valuation procedure. Valua- 
tion is the process of reaching a value. 
In the business world this process is 
carried on in market transactions, and 
values are reached. These facts be- 
come the material which the economist 
analyzes. The economist’s analysis of 
the determination of values under 
conditions of competition offers a 
guide to valuation procedure when 
market prices are not obtainable. 
Frequently reliable value evidence 
is not made available by the ordinary 
operations of business in real estate 
market transactions. Then it be- 
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comes necessary to resort to special 
processes of valuation in order to 
determine value. But, different proc. 
esses give different results. The proc. 
ess or processes of valuation which 
come nearest to giving the value which 
would be reached under assumed 
competitive conditions should be the 
goal of valuation procedure. Several 
processes of valuation may be more 
satisfactory than one in arriving at 
reasonably accurate value, since each 
would tell us something about the 
value of real estate and one would 
serve as a check on the other. 
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- The Unearned Increment in Land Values and Its 


Social Implications 

ich 

ich By N. Loucks 

ied Assistant Professor of Economics, University of Pennsylvania, Philadelphia, Pennsylvania i 

ol HE unearned increment in land base their calculations on an accurate 

nee values has been discussed for many investment concept of the increment is 

at decades. Proposals have been made undoubtedly responsible for the losses 

ch to do this, that, and the other, with the of many buyers. 

he increment. Programs of social and When examined from the social 

ld economic reform have been based on point of view, the increment comes to 
the socialization of the increment. be something quite different. An in- 


Yet, surprising as it may seem, very 
little attention has been given to the 
basic question: What is an increment 
in land value? 


Tue SociaL Versus THE INVESTMENT 
INCREMENT 

There is exclusively correct 
definition of an increment. It may be 
defined in a variety of ways, the one to 
be selected depending upon the pur- 
pose of the discussion or the object of 
the analysis. In general, there are 
two points of view from which the 
increment may be considered. These 
may be designated “the investor’s 
viewpoint” and “the social viewpoint.” 

To the investor, no increment in the 
value of land has occurred unless 
the selling price of the land exceeds the 
price at which it was purchased by 
more than enough to compensate the 
owner for all the costs of holding the 
land and for the cost of any improve- 
ment he has placed upon it. Included 
in these costs of holding would be the 
amount of interest which would have 
been received had the buyer of the land 
placed his money in some alternative 
investment of equivalent safety. It 
will be impossible to analyze carefully 
in this discussion just what should and 
should not be included in these costs 
of holding. Failure of investors to 


crement in value has occurred when the 
difference between the purchasing price 
and the selling price—the latter having 
been corrected for a change in price 
level—is in excess of the cost of any 
improvement the owner has made on 
the land during the period of his owner- 
ship. The adjustment for any change 
in price level is necessitated by the fact 
that a value increment has occurred 
only when some buyer becomes willing 
to give in exchange for the piece of 
land more goods and services or 
purchasing power, rather than merely 
more dollars, than formerly were 
offered. It will be noted that an 
increment in this sense may exist even — 
when the amount by which the selling — 
price exceeds the purchasing price is_ 
not enough to cover the investor’s | 
costs of holding the land. It is- 
also true that an apparent increment 
from the investor’s point of view may, 
from the social point of view, be> 
merely an increase in price due to a 
change in the general level of prices. 
If the price level has remained stable, 
the occurrence of an investment in-— 
crement always indicates the cal 
of a social increment. On the other 


hand, social increments often occur in 
the absence of investment increments. 
It is our purpose to discuss the oil 


aspect of 


land value increments. 


cial 


. 


Therefore, the term “increment,” un- 
less otherwise specified, will always 
refer to increment from the socia! point 
of view. This concept may be ex- 
pressed as a formula: Increment equals 
selling price (corrected for change in 
price level), minus purchasing price. 
Many interesting questions, such as 
the legitimacy of possible deductions 
from the selling price before the incre- 
ment is calculated, cannot be treated 
here.! Although much remains to be 
done by way of clarifying the meaning 
of the term “increment,” the formula 
expressed above will serve as a suffi- 
ciently accurate concept for use in the 
following discussion. 


INADEQUACY OF Data 
Probably no controversial economic 
question is more handicapped by a lack 
of statistical data than is the one be- 
ing treated here. Astounding reports 
of fortunes made through profitable 
investment in land are constantly 
circulated. However, comprehensive 
surveys of the existence and the extent 
of increments are so scarce as to be 
real curiosities. Do increments really 
exist? Are they, on the average, 
entirely offset by decrements? To 
what extent are increments, from the 
social point of view, eaten up by in- 
vestor’s carrying costs? What is the 
relation between population and _ in- 
crements; between public improve- 
ments and increments; between tech- 
nical progress and increments? ‘The 
list of questions, to which as yet there 
are no satisfactory answers, could be 
extended almost indefinitely. 


1 For discussion of these questions, see: G. B. L. 
Arner, “Land Values in New York City,” 
Quarterly Journal of Economics, 36:545-48 
(Aug., 1922); H. L. Shannon and H. M. Bodfish, 
“Increments in Subdivided Land Values in 
Twenty Chicago Properties,” Journal of Land 
and Public Utility Economics, 5:29-36 (Feb., 
1929); W. N. Loucks, “Increments in Land Val- 
ues in Philadelphia,” [bid., 1: 469-77 (Oct., 1925). 
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It is not a mere coincidence that we 
know so little about increments. Ac. 
tual selling prices of specific pieces of 
land must be known as the prerequisite 
of all research in this field. This infor- 
mation is practically inaccessible jn 
the great majority of cases. Scraps of 
data may be discovered in taxation 
records and in deeds which are open to 
public inspection, but the sources of the 
most necessary information lie con- 
cealed in private transactions and in 
confidential real estate accounts. 

Despite the difficulties involved, a 
few more or less extensive searches have 
been made for increments or decrements 
which could be stated in definite dollar 
terms. Five of these will be reviewed 
briefly. Four of the five deal with the 
cities which rank first, second, and 
third in population in the United 
States. 


Lanp VALUES IN New York City 

The first study, that of land values 
in New York City, is based upon a 
variety of samples of vacant and 
slightly improved land.? It is rather 
difficult, in view of the complications 
involved, to summarize the findings, 
but, briefly, they are as follows. Ina 
group of nine vacant tracts in Man- 
hattan, the values in 1880, expressed 
as percentages of the values in 1921, 
were as follows: 44 per cent, 8 per cent, 
21 per cent, 20 per cent, 20 per cent, 19 
per cent, 9 per cent, 22 per cent, and 14 
percent. A large tract in the Washing- 
ton Heights section was worth, in 1891, 
seventeen per cent of its value in 1921. 
However, investigation of a group of 
ten tracts sold at auction discloses that 
their values in 1913 varied from 71.1 
per cent to 135 per cent of their values 
in 1921, four of the tracts having 
experienced decrements in _ value. 
None of these figures has been cor- 
rected for changes in the price level. 

2 Arner, op. cit., pp. 545-80. 
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The Chicago study traced the chang- 
ing values of twenty tracts of vacant 
subdivided land located in the North 
and South sections of the city.2 The 
periods over which the increments 
were calculated vary from four to 
fifty-three years. The aggregate price 
of these properties in the purchasing 
years was $45,104, and the aggregate 
value in 1925 was $221,800, the appre- 
ciation in value having been $176,696. 
However, this increment is not cor- 
rected for changes in the price level, 
and, since the period covered was in 
general one of rising prices, such a 
correction would reduce the increment. 
It is interesting to note that in this, 
as well as in other similar studies, the 
investigators are the first to warn 
against accepting the results as con- 
clusive. The smallness of the sample 
used, together with the difficulties of 
making such an investigation, seriously 
reduces the significance of the results. 

A study made in Philadelphia in- 
cluded in its ‘scope fifty tracts of vacant 
land. These tracts were divided into 
four groups, the first consisting of six- 
teen small tracts clustered together in 
the northern part of the city, the second 
comprising three large tracts located 
in the northern part of the city, the 
third consisting of twenty-eight small 
tracts scattered over the residential 
portions of the city, and the fourth 
including three large tracts also scat- 
tered over the residential sections. 
The increment period varied from 
thirteen to thirty-three years in the 
various cases. Taking the actual ag- 
gregate selling prices in 1913 (corrected 
for the change in price level) as one 
hundred per cent, the aggregate prices 
of these four groups were, in the pur- 
chasing years, respectively, seventy- 
one per cent, sixty-seven per cent, 
fifty-six per cent, and thirty-four per 


* Shannon and Bodfish, op. cit., pp. 28-47. 
‘ Loucks, op. cit., pp. 469-7. 
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cent. In terms of dollars, and not 
corrected for the change in price level, 
these increments were as follows: first 
group, $4,692; second group, $6,915; 
third group, $8,505; fourth group, 
$16,200. The percentages represent 
true increments from the social point 
of view, since the figures on which they 
are based have been corrected for the 
change in price level. 


UNEARNED INCREMENT IN GARY 

These three studies attempted to 
measure increments or decrements in 
the values of specific pieces of land. 
Slightly different in nature was the 
calculation of the increase in value 
of all the land in Gary, Indiana.’ The 
conclusion was that 


the land beyond the mill-gates in Gary was 
worth, in 1906, not more than six and one- 
half millions, and that today (1917) its 
selling price is about thirty-three and one- 
half millions.* 


However, it was found that the re- 
cipients of this increment had contrib- 
uted to improvement of the land, 
and so forth, about five millions, 
leaving an unearned increment of about 
twenty-two millions. This, corrected 
for a change in price level, becomes 
about twenty-one millions as “un- 
earned increment which has accrued in 
Gary in the first ten years of its 
history.””? 

Using a still different method of 
calculation, another Philadelphia study 
sought to determine the trend in the | 
value of all taxable land located in the | 
thirty-four blocks comprising the cen- 
tral business district of that city.’ 


5R. M. Haig, “The Unearned Increment in 
Gary,” Political Science Quarterly, 32:80-94 
(Mar., 1917). 
[hid., p. 84. 
7 [bid., p. 92. 
8'W. W. Pollock and K. W. H. Scholz, The © 
Science and Practice of Urban Land Valuation, 
pp. 189-205. 
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This area is bounded on the north by 
Arch Street, on the east by Twelfth 
Street, on the South by Walnut Street 
and on the west by Sixteenth Street. 
The values of the tracts of land were 
ascertained in 1910 by use of the Som- 
mers unit system of land valuation. 
In 1925, the values of the same tracts 
were analyzed by methods identical 
with those used in 1910. A comparison 
of the 1925 figures with those of 1910 
shows that the value of all the land 
included in the thirty-four blocks 
increased from $123,005,419 to $280,- 
384,707, or by 127 per cent. These 
figures were not corrected for the 
change in price level. Every block in 
the district experienced an increment 
in value over this fifteen-year period, 
the increases by blocks varying from 
77 to 287 per cent. 


Paucity OF STATISTICAL DATA 


Statistical data concerning present 
land values, past land values, and 
trends of land values are extremely 
meager. The studies referred to are 
practically the only serious attempts 
to get at the actual measurement of 
increments in terms of dollars. ‘The 
New York, Chicago, and Philadelphia 
studies are of greater significance as 
expositions of increment-calculating 
methods than as fact-finding investiga- 
tions. The same could be said of the 
Gary study, although the approach is 
slightly different. The difficulties to 
be surmounted are great, but it is to 
be hoped that intensive and extensive 
research will bring to light many 
things which must be known before 
problems connected with changing 
land values can with accuracy be con- 
sidered in their proper perspective. 
It is with a full admission that many 
of the fundamental requisites to such 
a discussion are lacking that we pro- 
ceed to discuss the social significance 
of value increments. 


THE ANNALS OF THE AMERICAN ACADEMY 


In order that the problems to be 
considered may take as tangible a form 
as possible, it may be advisable to state 
briefly some conclusions which seem to 
be substantiated by the research work 
so far accomplished: 

First: From a social point of view 
increments do exist. In the studies 
referred to above, substantial social 
increments in value were discovered. 

Second: These social increments are 
probably neither as large nor as 
extensive in number as they are often 
assumed to be. As a general rule, the 
lucky land speculator makes known his 
gains, while the unfortunate one takes 
his losses in silence. 

Third: When social increments do 
occur, they often accumulate rapidly. 
A sharp increase in value is often pre- 
ceded and followed by long periods of 
practically non-changing values. 

Fourth: Investors’ increments are 
much smaller and fewer in number 
than are social increments. Especially 
if the land is held for a substantially 
long period, the tendency is for carry- 
ing costs to eat away the social incre- 
ment. This tendency is very evident 
in the cases treated in the New York, 
Chicago, and Philadelphia studies. 
The importance of interest on invest- 
ment as a carrying cost is illustrated by 
the fact that for the Chicago tracts the 
interest 


was greater than the total of the original 
investment in the property, the total taxes 
paid, and the special assessments paid.° 


Fifth: Decrements also occur from 
both the social and the investor’s point 
of view, obviously more often from the 
latter than from the former. This 
fact has frequently been completely 
overlooked in discussions of the incre- 
ment. The Chicago investigators 
declare that from an investment view- 
point, “the probability of receiving a 

® Shannon and Bodfish, op. cit., p. 37. 7 
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decrement is approximately one in 
three.” 

Sixth: Of foremost importance in 
this particular discussion is the strong 
probability that land values, both 
urban and rural, will increase in the 
future in those places where population 
is increasing and technical progress 
is occurring. From a social point of 
view, increments will probably more 
than offset decrements, leaving a net 
gain in the value of land or a net social 
increment in value. 


PrRivATE RECEIPT OF THE SOCIAL 
INCREMENT 


This net social increment in itself 
has no significance. It cannot be said 
to be good or bad. However, our legal 
institutions decree that this increment 
shall go to people who own the land 
during the period in which it accrues. 
It is this phase of the question which 
has real social significance. The mat- 
ter to be discussed should be phrased: 
What is the social significance of the 
private receipt of the social increment 
inland values? This phraseology does 
not represent an attempt to beg the 
question, since the term “social incre- 
ment” is used merely in the technical 
sense in which it has been defined. 

In general, three distinctly different 
answers have been given to _ this 
question: 

(1) That the receipt of land value 
increments by individuals stimulates 
the best productive use of the land, is 
therefore something which the indi- 
vidual works for, earns, and should get, 
and that his receipt of it benefits society 
at large through encouraging production. 

(2) That these increments are un- 
earned income in the sense that they 
do not result from activities of the 
individual per se, but that the private 
receipt of them does no one in society 
any harm. 

Shannon and Bodfish, op. cit., p. 43. 


(3) That increments are unearned 
incomes and that their private recip- 
ients are getting something which 
someone else—the rest of society 
loses. 

Obviously, these opinions are widely 
different. They provide an interesting 
illustration of the variety of answers 
one may get to a problem in the field of 
the social “sciences.” 

The view that the private receipt of 
the increment increases society’s pro- 
duction by stimulating the best use of 
land is widely held. The supporting 
arguments for this proposition follow 
several lines of reasoning. 

The increment in the value of land 
is sometimes said to be the wage of the 
pioneer for his services in clearing the 
forests, putting the land into usable 
shape, and bearing the hardships of 
frontier life. It is argued that if there 
were not this chance of gaining through 
an increment in value there would not 
be sufficient incentive to push out the 
boundaries of usable land to include 
more and more virgin soil. The 
private receipt of the increment 
“opened the West” and “raised the 
curse of periodic famine from Western 
civilization.” 

There are several apparent weak- 
nesses in this line of thought. It 
presumes that the people who did the 
pioneer work received, and are receiv- 
ing, the increment. It does not ac- 
count for the increments which have 
occurred, and are occurring, in the 
value of urban land and developed 
agricultural land. It must be re- 
membered that any increase in selling 
price which results from an actual 
investment of money and labor in a 
piece of land cannot properly be termed 
a social increment. To what extent 
the private receipt of the increment 
can be justified on this ground in an 


11 A. S. Johnson, “The Case against the Single 
Tax,” Atlantic Monthly, 113: 33 (Jan., 1914). 
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undeveloped or semi-developed coun- 
try, it is almost impossible to say. 
However, in a country which has 
passed the pioneering stage, this argu- 
ment has weight only to the extent 
that the persons who actually did the 
pioneering are still holding the land. 
“ven in such cases one could ask 
whether increments received bear any 
definite relation to the value of the 
personal effort of the pioneer. 


INCREMENT AS REWARD FOR SERVICES 


It is also suggested that the incre- 
ment may act as an incentive to, and 
payment for, conservation, care, or 
administration of the use of the land. 
The owner builds a fence around his 
land to keep trespassers from injuring 
its productive properties. This pro- 
tection and care justifies a reward. 
However, the cost of the fence would 
be taken out of the selling price before 
a social increment could be said to 
occur. Of a more intangible nature 
would be the planning and the adminis- 
tering of the use of the land on the part 
of the owner. It is true that any 
service of this sort which the land 
owner performs assists society in satis- 
fying its wants and should be paid for. 
However, can we assume that there is 
even the slightest relation between the 
increment and the real worth of these 
services? Are not the other causes of 
increments so important that it would 
be impossible to assume that the incre- 
ment is a fair reward for these services 
of the owner? Moreover, if the land is 
being used by the owner, he is already 
benefiting from the care he is exercis- 
ing in its use by the resulting increase in 
production. 

Of a similar nature is the contention 
that the person who owns land will 
use it to produce commodities, even 
though they do not sell for enough to 
cover the cost of the labor and the 
materials used, if the land is increasing 


in value and he is permitted to get the 
increase. In other words, the incre- 
ment acts as a bonus or compensation 
for low selling price of the product and 
society benefits through production 
which has been stimulated in this man- 
ner. This proposition fails to take 
into consideration the fact that the 
owner does not need to use the land in 
order to get an increment in value 
which is a true social increment. If the 
owner is a farmer and cannot get the 
full market return for his labor and 
capital in raising agricultural products, 
he can turn that labor and capital to 
some alternative use and yet retain 
possession of the land and receive the 
social increment. Although there may 
be other reasons for continuing to 
produce when price falls below cost, 
it would seem to be faulty reasoning to 
argue that the prospect of getting an 
increment keeps the owner producing 
farm products and turning them over to 
society at low prices, when the same 
increment could be received, even 
though he were to remove his labor and 
capital to more productive alternative 
uses. The same argument is applied 
to land used for building purposes. 
But, would a man put up an apartment 
building on a piece of land when he 
thought that the return from the rent- 
als would not justify the expenditure 
for the building, but that a prospective 
increment might make up the deficit? 
It is obvious that he would not, since 
he can put his capital into uses where 
the competitive rate of return will be 
received, hold the land vacant, and 
yet receive the increment. 
Compensation for risk is another 
justification often advanced for the 
private receipt of the increment. It is 
claimed that the land owner bears the 
risk of declines in land values and that 
the increments, when, as, and if re- 
ceived, are compensation for this risk. 
If risk were not thus compensated, 
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land would be used less and society 
would receive less product. The point 
overlooked in this case is that there are 
two distinct types of risk involved. 
The one is that the price at which the 
land can be sold may decline. The 
other is that the selling price of the 
product may not cover its entire cost. 
If, over a period of time, the product 
does not sell for an average price suffi- 
cient to compensate for deficits in- 
curred when the price of the product is 
low, the producer will restrict or will 
cease production. The bearing of this 
risk benefits society, for it is only when 
someone assumes it that production 
takes place. However, bearing the 
risk of declines in land values performs 
no social service. The land would be 
there with the same productive proper- 
ties, even though its price were to 
decline, and consequently the person 
who places himself in such a position 
as to assume the risk of declining values 
does not perform a service for which 
society owes him anything—even the 
chance of getting possible increments. 
Land is not produced by man; there- 
fore, the supply of it available for 
society’s use does not depend upon the 
land owner’s being rewarded for assum- 
ing the risk involved in changing 
values. 


“THEeorY OF RIPENING Usss’ 


Professor Richard T. Ely has de- 
veloped an interesting justification of 
the private receipt of the increments in 
land value, which he calls the “theory 
of ripening uses.” It is his conten- 
tion that a period of withdrawal from 
productive use usually accompanies 
the change from one use of land to 
another, and that the person who holds 
the land during this non-income pro- 
ducing period has earned that portion 
of the social increment necessary to 


2R. T. Ely, “Land Income,” Political Science 
uarterly, 43: 410-13 (Sept., 1928). 


compensate him for the carrying costs, 
such as taxes, special assessments, and 
interest on the investment. The im- 
plication is that the owner assists in 
getting various pieces of land into their 
most productive uses, thus increasing 
the amount of product and earning the 
increment as a reward for his services. 

Without question, any service the 
owner performs in directing land into 
its most productive use should be paid 
for. However, it must be remembered 
that the owner did not actually produce 
the land and make it available for this 
more productive use. It is possible 
that he may have prevented a two- 
story building from being erected, thus 
keeping the land clear for the ten-story 
building which community growth 
justified ten years later. If the cost of 
erecting and razing the two-story build- 
ing would have exceeded the value to 
society of its use during the ten-year 
period, the owner of the land has saved 
society something and has justly 
earned areward. In some such way it 
is possible that owners earn a portion 
of the increment received in the 
increased selling price. 

However, it is to be noted that Pro- 
fessor Ely’s theory assumes that the 
increment will approximately equal 
the value of such services, plus the 
carrying costs which the owner has in- 
curred. As a generalization, this is 
open to question. In the first place, 
there are those cases in which the land 
is not actually held out of use during 
its change from one form of production 
to another. In such cases it could 
scarcely be claimed that the costs of 
holding the land are proper charges for 
the owner to levy against the incre- 
ment. On the other hand, Professor 
Ely seems to be considering the private 
ownership of land as necessary or 
desirable, when this may be the very 
point in question. The alternative to 
private ownership is public ownership. 
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The cost of publicly holding land during 
the period between its “lower” and its 
“higher” use might conceivably be 
much less than the costs incurred by 
a private owner. That portion of the 
increment which represents the real, 
socially necessary cost of transference 
from a less important to a more impor- 
tant social use should justly be repaid 
to individuals who bear it. That these 
socially necessary costs of transference 
coincide with increments could not be 
assumed with any degree of assurance 
on the basis of our present knowledge of 
land and land uses. 

The preceding justifications of the 
private receipt of land value increments 
are alike in that each points to a service 
the individual supposedly renders so- 
ciety, which service is tied up in some 
way with the use of land. Without 
doubt, individuals do sometimes make 
land better, that is, more productive, 
by their efforts. Just to the extent 
that they do, they are deserving of a 
compensatory income. However, the 
common weakness of these theories is 
that they point to some service of this 
sort rendered by the individual and 
then proceed to leap across a broad 
gap by assuming that the size of the 
increment will bear some necessary 
relation to the social value of the 
service performed. In order to justify 
the increment from this point of view 
there need not be an exact corre- 
spondence; but, unless there is some 
substantial degree of correlation be- 
tween the value of the services rendered 
society .by the land owner and the 
amount of the increment, it would 
seem rather incongruous to justify the 
private receipt of the increment on the 
ground of personal service rendered. 


Errect oF Private Recerer on 
SOCIETY 


Quite different is the second of the 
three evaluations of the social signifi- 


cance of the increment. This view, 
although probably widely held, is not 
often expressed. It holds that the 
recipient of an increment in land value 
has found something which no one else 
has lost and that, although he individu- 
ally gains through the lucky find, the 
rest of the members of society are no 
worse off than they otherwise would 
have been. 

Professor T. N. Carver, in his stimu- 
lating Essays in Social Justice, formu- 
lates very neatly the argument lying 
behind this view: 


Some wealth isfound. If I stumble upon 
a gold nugget, or a rich vein of valuable 
mineral, I cannot truly say that I have 
earned it, nor can anyone else. Until 
someone could be found who could prove 
that he had produced or otherwise earned 
it, I could not be accused of depriving any- 
one else of his earnings. In the opinion of 
the present writer, the site value of land 
belongs in the class of findings, rather than 
in that of earnings or stealings." 


Professor Carver obviously does not 
agree with those social reformers who 
contend that “when one gets some- 
thing for nothing, someone else gets 
nothing for something.” The question 
of whether or not it is possible for one 
individual to get an unearned income 
without depriving others of something 
earned will be discussed in detail later. 
In the meantime, it should be noted 
that Professor Carver’s attempt to 
prove by analogy that land value 
increments are findings which take 
nothing from anyone else is fatally 
weakened by the fact that the two 


cases he cites are not at all comparable. - 


The man who found the gold nugget 
produced the gold nugget in the true 
meaning of the term “production.” 
Of course, he did not actually create 
the gold, but production does not mean 
the creation of materials. He did bring 
the gold into the range of society’s use. 

“TN. Carver, Essays in Social Justice, p. 282. 
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He was the means of providing society 
with something possessing want-satis- 
fying power which society previously 
did not have. By finding and taking 
the nugget to a jeweler, who gave him 
in exchange for it the means of pur- 
chasing other goods and services, the 
finder actually increased the amount of 
gold available for the satisfaction of 
people’s desire for that commodity, 
just as certainly as does the man who 
swings a pick in a gold mine. In 
other words, the finder of the nugget 
increased the amount of wealth in the 
possession of society and unquestion- 
ably deserves a reward for having done 
so. On the other hand, the recipient 
of the increment in land value, assum- 
ing he did not improve the land in any 
way, has not increased society’s ability 
to satisfy its wants. He has increased 
neither the supply nor the productivity 
of land. The increment has not re- 
sulted from bringing to any individual 
in society anything which would in- 
crease that individual’s power to satisfy 
his wants. The land was the same 
when the increment receiver sold it as 
when he bought it, and the increment 
cannot, therefore, be compared with the 
value of the gold nugget discovered for 
the first time. 

An accurate analysis would show the 
relative positions of these two indi- 
viduals to be as follows. The finder of 
the gold nugget produced one gold 
nugget and received or acquired the 
exchange value of one gold nugget; the 
recipient of the increment produced 
nothing, since it is assumed that he 
did not improve the land while it was 
in his possession, but he received or ac- 
quired the increase in the exchange 
value of the piece of land. The two 
cases are clearly unlike in essentials, 
and Professor Carver’s mistaken rea- 
soning is all the more noticeable since it 
follows almost immediately his state- 
ment: 
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From Adam Smith down, economists 
have recognized the fact that the fortunate 
owner of a piece of land whose mere site 
value, irrespective of all improvements, 
has increased on his hands, is simply a 
recipient of good fortune and that this part 
of his wealth does not represent his own 
earnings in any way, shape, or manner. 


Incidentally, it may be noted that 
this statement is not strictly true. 
Some of the previously cited justifica- 
tions of the increment as earned in- 
come find supporters among economists 
of first rank. It is a small matter that 
this analogy has been confused. It isa 
matter of much greater importance that 
many people measure the social signifi- 
cance of the private receipt of land 
value increments in similarterms. The 
soundness of the contention that incre- 
ments thus taken by individuals cause 
no one else any loss will be further 
analyzed in succeeding paragraphs. 

The term “unearned income” has 
been used in the foregoing discussion. 
Before proceeding to an analysis of the 
position of those who emphasize the 
unearned nature of land value incre- 
ments, it may be well to pause for a 
brief statement of just what an un- 
-arned income is. 


Waar Is “UNeARNED INcoME’’? 

Whenever anyone receives an income 
not resulting from personal effort, 
either physical or mental, which effort 
has made available to society in gen- 
eral want-satisfying goods or services, 
he is said to have received an unearned 
income. In the first instance such an 
income takes the form of money, but, 
as spent by the receiver, it actually 
becomes goods and_ services. The 
total product of all economic activity 
during a given period—for instance, 
the year 1930—may be thought of as a 
heap of goods and services which satis- 
fies people’s wants. Individuals draw 

4T. N. Carver, Essays in Social Justice, p. 
281. [Italics ours.] 
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upon this heap for goods to satisfy 
their individual wants. Their power 
to draw out goods for their own use is 
determined by the number of dollars 
each has to spend. One way in which 
these dollars can be obtained is to add 
something to this heap—that is, make 
and throw on the heap food, automo- 
biles, candy, tobacco, physician’s serv- 
ices, or any other want-satisfying 
commodity. Dollars obtained in this 
way constitute earned income. Dol- 
lars obtained in any other way are 
unearned income. 

Care must be used in applying this 
concept to actual cases, for occasion- 
ally an income which upon first 
thought appears to be unearned, turns 
out in reality to be earned. For in- 
stance, a man obtains dollars as interest 
on bonds which he has previously pur- 
chased. As a receiver of interest he 
would seem to be adding nothing to the 
product through personal effort, and 
yet he cashes his dollars into actual 
goods and services which he draws 
from the heap. However, the fact is 
that he has added to the heap through 
personal sacrifice and that his income 
is therefore earned, provided he himself 
saved the money with which the bonds 
were purchased. He has refrained 
from using purchasing power in his 
possession and, through purchasing 
bonds, has turned his purchasing 
power over to others who have used it 
as a means of livelihood while they 
worked at the construction of a new 
factory building, or some other piece 
of industrial equipment. Through the 
necessary assistance this man has 
rendered in the construction of the 
building, he has assisted in increasing 
the size of the heap from which are 
drawn the goods he buys with his inter- 
est payments. On the other hand, 
careful analysis may show that some 
incomes which apparently are earned 
actually are unearned. 


Needless to say, many individuals in 
society are receiving unearned incomes 
in the sense in which we are using that 
term. These incomes vary a great 
deal in nature, but all have one thing in 
common—their recipients draw goods 
and services from the national heap 
without adding, through their personal 
efforts, goods or services of equivalent 
value. 


INCREMENT AN UNEARNED INCOME 


An increment in land value, from 
the third of the three viewpoints being 
discussed, is a purely unearned income. 
If the increment is a real social incre- 
ment, it does not result from any 
personal effort, either physical or 
mental, on the part of the recipient. 
By definition, a social increment is not 
the result of any improvement on the 
land. And yet, when a sale takes place 
and an increment is realized, or when 
the annual rental received for the use 
of the land increases, the extra dollars 
thus acquired by the individual owner 
constitute purchasing power which can, 
and will, be used to take from the total 
product of society certain goods and 
services which the increment receiver 
wishes to consume. Nothing has been 
added to the national income by the 
individual in the capacity of a land 
owner, for it is being assumed that the 
physical properties of the land re- 
mained unchanged while the land was 
in his possession. As a land owner, he 
therefore has not assisted society in 
satisfying its wants, but he has acquired 
for his own use a portion of the product 
which society turns out during the year. 

But, it may be asked, how can the 
land increase in value if the owner has 
not done something to it? Does not 
the mere fact of increased value prove 
that the owner has increased its pro- 
ductivity? In contrast with most 
other things, the land area of the 
earth is limited, that is, there are just 
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so many acres and, within very narrow 
limits, this cannot be increased. More 
important is the fact that the area of 
any particular kind of land is limited. 
Land has already been created, and 
when created its area has been fixed 
for all time. The productivity of a 
given kind of land can be increased by 
methods man has devised, and, inci- 
dentally, if man actually does increase 
the productivity of any piece of land so 
that it produces more economic goods 
than it did before, he is entitled to 
a payment for this service. How- 
ever, the supply of land cannot be 
changed. 

The price of anything which is ab- 
solutely limited in supply is determined 
by the highest amount any potential 
user is willing to bid for it. And so 
it is with land. The amount the 
owner can receive for it by way of a 
sale price, or as an annual rental for its 
use, is determined simply and solely 
by the amount the highest bidder is 
willing to offer him for it. No matter 
how high that bid, the supply, so far 
as that particular piece of land is con- 
cerned, will not be increased. There- 
fore, anything which increases any 
potential bidder’s desire for a piece of 
land, or the amount he is able to pay 
for it, will cause the price the seller 
can get for it to increase, even though 
the land remains exactly the same in 
its physical properties. As has been 
stated, in a community where popula- 
tion is increasing and technical progress 
is occurring, the amounts being offered 
for these limited areas of land will tend 
to increase. This is what is meant 
when it is said that pure land values 
are unearned by the individual because 
they are socially created. 

The unearned nature of a social 
increment in land value has been dis- 
cussed at length many times. Far less 
specific and substantial has been the 
anal 


ysis of the social effect of the 


private receipt of such an unearned | 
income. In a general way, many 
writers have condemned the institution 
of private ownership of land on the 
ground that it enables a land owner to 
put into his own pocket something 
which not he, but the community as a 
whole, has produced. But, does the 
private receipt of the increment actu- 
ally harm society? Does it take away 
something someone else has produced? 
Does it decrease the national income F 
and the per capita living standards? 

It has already been shown that land — 
increments cannot be considered merely 
as “lucky finds.” ‘The person who 
finds something and then makes that | 
thing available for society’s use is in a [ 
different position from one who finds 
an increment in land value. The 
latter makes nothing available for — 
society’s use which society did not 
previously have. It remains to be 
seen in what way the private receipt of 
the increment actually harms society. 


INCREMENT AN INCENTIVE TO SPECU- \ 
LATION 


In the first place, the possibility of 
receiving the increment encourages — 
speculation in land values and this, 
in turn, keeps those persons actively — 
engaged in this speculation from doing | 
anything which adds to the stock of 
commodities and services constituting — 
society’s total product. Speculation 
in land thus decreases our national | 
income. If Mr. Smith is able to gain — 
an income over a period of years by | 
receiving land value increments, he 
can use this income to purchase things © 
he desires during that period. This — 
means that he is living and consuming 
without adding through his personal — 
efforts to the stock of commodities — 
society is turning out each year. He 
draws from society’s income stream 
goods and services to the amount of 
the increment or increments he re- 
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ceives, but he does not put into the 
income stream goods or services of 
equivalent value. If the possibility 
of gaining a living through the incre- 
ment were closed to him, and all other 
sources of unearned income were 
closed also, Mr. Smith would have to 
produce through personal effort goods 
and services which would add to the 
national income before he would be 
permitted to draw out any goods and 
services. Thus, by eliminating the 
possibility of getting a living through 
unearned income, many Mr. Smiths 
might be forced to produce goods and 
services which would constitute addi- 
tions to society’s income stream. 
Secondly, private receipt of the 
increment encourages land speculation, 
which sometimes results in the with- 
holding of land from use. The social 
waste involved in this cannot be cal- 
culated with any degree of accuracy. 
It is interesting to note the claim that 
from fifty to eighty per cent of the land 
area of the United States is being held 
out of use, although these figures are 
not meant to represent the actual 
resultant waste. A table showing the 
percentage of the total land which is 
vacant in twenty-four cities in the 
United States discloses figures ranging 
from two per cent to seventy-five per 
cent, just one-half of the cities having 
in excess of twenty per cent vacant.'® 
Some of this vacant land is, of course, 
publicly owned. Some of it, although 
listed as vacant, may be used for play- 
grounds or other similar purposes. 
Offsetting a portion of the waste ac- 
companying this substantial amount of 
unused land are the socially necessary 
and desirable periods of non-use which 
sometimes accompany changes in the 


E. O. Jorgensen, The Next Step Toward 
Democracy, p. 20; R. C. Macauley, ““No One 
Owns Land,” Independent, 104:76 (Oct. 16, 1920). 

16 B. Dorau and A. G. Hinman, Land 


Economics, p. 138. 4 


purpose for which specific pieces of land 
are used. 

Land speculation also may force 
into use land less suited for a specific 
purpose than is other land which is 
held out of use. It may be that in some 
cases urban residential sites are with- 
held from use so extensively as to force 
less desirable suburban sites to be used. 
It is also pointed out that the develop- 
ment of an outlying residential section, 
at the very time equally desirable and 
more centrally located residential sec- 
tions are held out of use, incurs still 
another waste in the form of the longer 
streets, the car lines, the power lines, 
and so forth, which have to be con- 
structed in order to get past the vacant 
tracts to the suburbs. 


EFFECT OF SPECULATION ON NATIONAL 
INCOME 


Not only does the speculation in 
land values which results from the 
private receipt of land value incre- 
ments decrease the amount of national 
income, but it also causes a redistribu- 
tion of that income among individuals 
in such a way that the person who re- 
ceives the increment gains income, or 
goods and services, at the expense of all 
the other members of society. Just 
how this comes about must be noted 
carefully. Failure to do so has often 
led to an incorrect evaluation of the 
central theme of proposals to adopt a 
“single tax”’ or to nationalize property 
rights in land. 

A hypothetical case may be used to 
demonstrate the redistribution of na- 
tional income caused by the private 
receipt of the unearned increment. 
Mr. Jones bought a tract of land in 
1924 for $500,000 and sold it in 1929 
for $1,000,000, not having placed any 
improvements on the land in the mean- 
time. Just what should be deducted 
from the $500,000 increase in value be- 
fore the social increment is found can- 
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not be discussed here. The items national income twice as many goods 
which possibly should be deducted, and services as he refrained from 
such as taxes, for instance, would be so drawing out in 1924. In doing this he 
unimportant that the entire $500,000 has taken hats, shoes, clothing, auto- 
can be considered, for the present pur- mobiles, and so forth, which the rest of 7 
pose, an increment in value from the the members of society would have 
social point of view. It is assumed received had Mr. Jones not been per-— 
that no change in the price level oc- mitted to take the increment in land 
curred between 1924 and 1929. value.'? 

Just how did the $500,000 which 
Mr. Jones received as an increment 
affect the other members of society? 
The transaction must be considered 
as a Whole in order to answer this ques- 


SACRIFICE OF Economic Goops 
SERVICES 


It might be argued that the person’ 
who bought the tract from Mr. Jones 
tion accurately. What Mr. Jones did in 1929 sacrificed the consumption of 
in 1924 was to give up $500,000 worth $1,000,000 worth of commodities and 
of purchasing power, that is, he re- services which he had the power to 
frained from consuming $500,000 worth consume, and that, as a consequence, - 
of goods and services which he had the _ the extra goods and services received by - 
power toconsume. Between 1924and Mr. Jones came from the buyer and mi 
1929, Mr. Jones did nothing except from all the rest of society. However, 
hold the title to the tract. Conse- the buyer is not the real abstainer. id 
quently, in 1929 the tract had the purchased the tract only because of its 
same physical characteristics which it immediate or potential income-produc- ( 
had in 1924. In other words, Mr. ing power. Individual buyers of the 
Jones personally did nothing during tract may go on refraining from con- 
that period to increase the national suming in order to buy the tract at 
product of food, clothing, furniture, higher and higher prices. But, assum- 
and so forth. However, the scarcity ing the prices paid for it are justified 


value of the land having increased, 
Mr. Jones was given, in 1929, in return 
for his title to the land, $1,000,000 
worth of purchasing power which, it 
will be assumed, he spent for goods and 
services. Since the price level did not 
change during the period, Mr. Jones is 
now able to—and it is assumed he does 
—go out on the market and purchase 
just twice as many goods and services 
as he gave up in 1924, when he pur- 
chased the tract. In other words, he 
now draws from the national product 
or income two hats instead of one, 
which he refrained from consuming 
when he bought the tract; two auto- 
mobiles instead of one; two suits in- 
stead of one; and so on. Although 
Mr. Jones has in no way increased the 
national income, he draws from that 


by the value of its potential product, 
just so soon as that tract is actu- 
ally used for any purpose, the amount 
charged for its use will be the means of 
passing on to the rest of society the 
sacrifice of economic goods and services 
which the buyer has borne temporarily. 

For instance, suppose that Mr. Brown 
purchased the tract from Mr. Jones 
and that Mr. Brown now leases the 
tract to someone who erects an office 
building. If Mr. Brown has been wise 
in his investment, the annual rental of 


17 Of course, just to the extent that decrements 
occur, this effect of the private receipt of incre- 
ments is offset. But, as has been pointed out, 
in a community experiencing population growth 
and technical progress, increments are rather 
certain to more than offset decrements, leaving a 
net social increment to go into the hands of indi- 
vidual owners. 
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the land will yield possibly $50,000, 
or five per cent on the capital sum. 
Mr. Brown will use this $50,000 each 
year to buy goods to consume, and 
these goods and services which the rest 
of society is thus forced to do without 
are the real sacrifices society makes in 
order to turn over to Mr. Jones, the 
increment receiver, the extra goods and 
services he was able to consume in 1929 
because of the increased number of 
dollars he had available for spending. 
Mr. Brown, the user of the tract, has 
temporarily borne this burden of con- 
suming fewer goods, but he is com- 
pensated, and the burden is actually 
passed on to society in general through 
the prices its members pay for the use 
of the site on which the building has 
been constructed. Thecommunity asa 
whole, aside from Mr. Jones, has fewer 
goods and services to use, and goods 
and services lost by the rest of the 
community have found their way into 
the hands of the increment receiver. 

The transaction could be traced 
through in other ways. It would be 
easy to see society’s loss if Mr. Jones 
had purchased the tract from a city 
in 1924 and had sold it back to that 
city in 1929, the prices being as stated 
in the preceding illustration. Assum- 
ing a stable price level, the city in 1924 
received less purchasing power for the 
tract than it had to give to recover the 
tract in 1929. Since it is being 
assumed that Mr. Jones did not add 
any improvements to the tract, the citi- 
zens, other than Mr. Jones, clearly had 
fewer goods and services to use, and 
Mr. Jones had more goods and services 
as the result of his receipt of the incre- 
ment. When Mr. Jones buys the tract 
from an individual and sells it to an 
individual, the result is exactly the 
same, although not as easily seen. 

In fact, the analysis may be simplified 
still further. The receivers of social 
increments in land values are in all 
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essentials exactly comparable to per- 
sons whom we might imagine to be 
endowed with the magic power of mak- 
ing every dollar received turn into 
twoormore. If there were individuals 
in society who had discovered a way of 
causing dollars to give birth to other 
dollars, what would be the effect on 
the other members of society? In such 
a ease the increase in the amount of 
money would cause an increase in the 
price level, enabling those in whose 
hands dollars did not increase by magic 
to buy less than they formerly could 
buy. On the other hand, the in- 
creased amounts of money in the hands 
of a few would increase their individual 
purchasing powers by amounts greater 
than the increase in the price level, 
and they would be able thereby to get 
and to consume the goods which the 
rest of the members of society are no 


longer able to buy. 
CONCLUSION 


In conclusion, it should be reiterated 
that increments in land values from 
the social point of view are unearned 
incomes, and that, whenever society 
permits any individual to live on an 
unearned income, the goods and serv- 
ices he consumes actually are taken, 
although indirectly, from the other 
members of society. The private re- 
ceipt of social increments not only re- 
duces national income by encouraging 
speculation in land, but distributes it 
in other ways than on the basis of 
productivity. It not only decreases 
the per capita standard of living by 
reducing the national income, but low- 
ers the standards of some individuals 
in order to raise the standards of others. 
On such grounds rest the continuous 
and the vehement condemnations 
which for many years have been 
heaped upon the institution of private 
property in land. 

It would be unfair to conclude this 
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survey without emphasizing the need 
for a great deal of factual research and 
theoretical analysis in the field. The 
concept “increment in land value”’ 
is still a hazy one and needs to be 
defined more accurately. Facts con- 
cerning actual land values and trends 
of land values need to be found and 
analyzed. The relation between the 
private receipt of the increment and 


the productive use of land remains to 


¢ 
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be thought through in all of its ramifi- 
cations. Answers to such problems, 
if they are obtainable, would afford 
the basis for discussions centering 
around the socialization of the incre- 
ment, the “single tax,” and the 
nationalization of land titles. From 
such considerations one is led to that 
group of baffling questions connected 
with vested rights and the whole 
institution of private property. 
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NTIL recent years, one could in- 

sure almost anything against loss 
except that most important of all 
things, the land upon which we live. 
It was not because there was no need 
for such protection, but because the 
well-known principles of insurance had 
not been applied to this basis of al! 
wealth. 

When one purchases or mortgages 
a house and lot, the owner of the prop- 
erty or of the mortgage never fails to 
secure protection against loss caused 
by fire. For many years past, buyers 
of real estate have protected them- 
selves against loss and expense of 
attacks on title by buying a Title 
Insurance Policy. Property owners 
have insured themselves against losses 
by hurricanes, earthquakes, rain, snow, 
frosts, and burglars. 

It was not possible, however, until 
within the last decade for one to pur- 
chase a protective policy indemnifying 
a land owner against loss by deprecia- 
tion in value over a period of years. 
The value of such protection to the land 
owner has been proved in many ways 
within this comparatively short period. 
In two sections of the country, the 
West Coast and the Middle and South- 
eastern states, the principle of land 
value insurance has been sufficiently 
applied so that the land-buying public 
now has the opportunity of requesting 
the seller, before purchasing, to furnish 
him with a land value insurance policy 
with the deed. Land which is sold 
“‘value insured” may be said to have 
the “stamp of safety”’ impressed upon 
it. With value and title insured, an 


By H. H. Ricnarpson 
Vice-President, Security Land Insurance Company, Nashville, Tennessee 


_ Land Value Insurance: Its Organization wnt 
Its Operation 


investor can consider himself fully 
protected against loss. 


EXPERIENCE TABLES 


All types of insurance, whether they 
be life, fire, accident, or title, depend 
for safety to the policyholder and for 
profit and safety to the company 
issuing them upon what is known as 
“Experience Tables,” and it is upon 
such tables that the premium rate is 
fixed. 

Land value insurance went through 
years of research work before the first 
policy was issued. Many thousands 
of subdivisions were investigated and 
studied from coast to coast and the 
percentage of successes or failures 
ascertained. Analyses were made as 
to what caused success or failure; 
studies were made in many cities with 
regard to causes of growth or decline 
in real estate values and the effect of 
restrictions by owners of subdivisions, 
and by cities, in the way of orderly city 
planning and zoning. These, and 
many other studies as to what goes to 
make up “values,” resulted in a great 
mass of information which, when prop- 
erly compiled, listed over one hundred 
factors essential to establishing and 
stabilizing real estate values. It is 
from this basic information that a 
land value insurance company arrives 
at a premium rate which will be profit- 
able to itself and reasonable in cost to 
the policyholders. 

Like all other lines of legal reserve 
insurance, land value insurance com- 
panies are under the supervision of 
the insurance departments of the states 
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in which they operate. A stated per- 
centage of premium income has to be 
set aside for the policyholders’ pro- 
tection. Such reserves are invested in 
securities which are stipulated by law 
and which are satisfactory to the in- 
surance commissioners. Operating ex- 
penses and profits come out of that 
percentage of premiums permitted 
to be retained for such purposes. Land 
value insurance companies are re- 
quired to make annual reports to the 
insurance departments of each state 
in which business has been done, and 
the company records are subject to 
inspection by state insurance examin- 
ers. It will thus be seen that land 
value insurance has received govern- 
mental recognition from many states 
as a sound economic business, based 
on tested and tried experience which 
constitutes a protection to which the 
buying public is entitled and of which 
it should avail itself. 

In most of the states land value in- 
surance companies are admitted under 
the miscellaneous clause of their insur- 
ance code. In one state this type of 
insurance has been specifically men- 
tioned in the insurance law. Where it 
is not mentioned and where there is no 
miscellaneous clause, new legislation 
will have to be enacted in such states 
before companies will be permitted to 
operate. Seventeen of the states have 
already approved land value insurance 
and today it is operative in Alabama, 
Colorado, California, Florida, Georgia, 
Illinois, Louisiana, Michigan, Nevada, 
New Mexico, North Carolina, Penn- 
sylvania, South Carolina, Tennessee, 
Texas, West Virginia, and Wyoming. 

At the time of the writing of this ar- 
ticle there are two companies actively 
engaged in land value insurance. It is 
conservatively estimated that by the 
end of 1930 they will have contracted 
for approximately one hundred million 
dollars of coverage. 
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All insurance is based on the law of 
averages, and land value insurance is 
no exception to the rule. Averages are 
determined by compiling facts from as 
large a number of cases as is possible 
and ascertaining the conditions sur- 
rounding those to whom or to which 
the facts relate. These facts are 
collected by the research department 
and are turned over to the actuarial 
department, which prepares tables from 
these data to show the risk rates of a 
given class. 

It was stated at a recent convention 
of the International Congress of Actua- 
ries that “to the ordinary man the 
profession of the actuary, requiring as 
it does a highly specialized technique, 
has always remained something of a 
mystery.” ‘The actuary has been able 
by calculations to achieve the appar- 
ently impossible, to harness “chance” 
and in some measure at least to clip 
the wings of “misfortune.” 


DEPARTMENTALIZATION OF BUSINESS 


The operations of the company are 
divided into departments as follows: 

Appraisal and Research.—This de- 
partment makes a complete research 
and survey of the residential, business, 
and industrial sections of the cities in 
which policies are written. It studies 
population and development growth, 
geographical trend of urban and sub- 
urban developments, city planning, 
zoning ordinances, taxation, public 
utilities, building permits, banking and 
postal statistics, and building restric- 
tions placed on properties by sub- 
dividers. It also appraises the proper- 
ties submitted in applications for land 
value insurance and applies all data on 
file regarding the particular locality 
where the subdivision is situated. 

Actuarial.—This department fixes 
the rate of premiums and the term of 
the policy of all applications. Its 
calculations are naturally based on a 


| 
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study of the data furnished by the 
appraisal and research department. 

Financial.—This department, in ad- 
dition to handling the financial affairs 
of the company, also supervises the 
individual accounts with subdividers 
and other buyers whose property has 
been covered, collects the premium 
income and issues, and keeps record of 
the interim certificates and policies. 
It also investigates the financial and 
moral responsibility of all applicants 
for coverage. 

Agency.—This department is under 
the control of a supervisor of agencies, 
who appoints all agents and codperates 
with them in securing contracts with 
subdividers and individual applicants 
forinsurance. The territory is divided 
as follows: districts comprising several 
states in charge of a district agent; 
states in charge of a state agent; cities 
in charge of a city agent. 

OF OPERATION © 

There are various classes of land 
value insurance, such as the complete 
coverage for a subdivider of al! lots 
in a subdivision; the coverage for an 
owner of an individual lot; and the 
coverage for suburban tracts well lo- 
cated and in direct line of development. 
The methods of operation in al! three 
types are practically the same. 

Before any business is solicited in 
new territory the research department 
makes a complete survey to see if it 
comes up to the requirements of the 
hundred and more factors necessary 
to make real value. Business is not 
desired in non-progressive cities with 
declining populations and real estate 
values, nor is it sought in cities de- 
pendent on one industry for their sup- 
port and growth. Such cities too often 
are liable to reverses by reason of 
declines in demand for its products, 
falling off in prices, and so forth. 
Real estate values in cities without a 


constructive city plan or well-enforced 
zoning ordinance are apt to be very 
unstable. Mortgage loans are more 
readily available where property values 
have been stabilized by a well-ordered 
city plan and zoning restrictions. The 
absence of such constructive plans 
causes many “blighted districts” in 
cities, resulting in lowered valuations 
and loss of confidence by the investing 
public. 

When the owner of a subdivision is 
desirous of obtaining land value insur- 
ance, he makes application to the com- 
pany on its standard form, which, 
with contracts, interim certificates, and 
policies, have all been approved by the 
insurance departments. The applica- 
tion is accompanied by a plat of the 
property, with price lists of lots; terms 
of sale; forms of purchase and sale 
contracts showing restrictions with 
regard to buildings; financial state- 
ment of developer, statement regard- 
ing the improvements, such as streets, 
sidewalks, sewers, water, and gas mains; 
electric lines already in or proposed, 
the method of completing and paying 
for these lines, extinguishing liens and 
encumbrances, if any, and abstract of 
title, if developer does not furnish to 
the purchaser title insurance. The 
application is also accompanied by a 
deposit. 

The application and data are then 
turned over to the appraisal and re- 
search department, which checks up the 
list of lots with the plat. A personal 
inspection of the property is made by 
one of the company’s expert appraisers 
to check up the improvements already 
made and those proposed, the relation 
of the property to the surrounding 
developments and its proximity to the 
city in which it is located. The facts 
thus secured are then checked with the 
data on file regarding the growth of the 
city in question to ascertain whether 
or not the property offered for insur- 
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ance is in the natural trend of residen- 
tial development. Values of adjoining 
improved or unimproved property 
are then compared with the selling 
price of the lots to be insured. All of 
the data thus gathered are studied 
in connection with the hundred or more 
factors which enter into the making 
up of values, and a complete report is 
then turned over to the actuarial de- 
partment whose duty it is to fix the 
rate of premium and the term of the 
policy, which term may be for a period 
of from five to ten years, according to 
the risk. 

The application, accompanied by 
these reports and a report of the actu- 
arial department, is then submitted for 
the consideration of the board of 
directors, who pass final judgment, 
either approving or disapproving the 
application. If the application is dis- 
approved, then the applicant is so in- 
formed, and all documents submitted 
with the application are returned to 
him, with a check to cover the deposit. 
In the event the application is ap- 
proved, the applicant pays to the com- 
pany the balance of the first install- 
ment premium, which is based upon a 
certain proportion of the entire pre- 
mium on the aggregate value of the 
selling price of the lots to be covered. 

The developer furnishes to the com- 
pany a complete list of the names and 
addresses of any purchasers who have 
already agreed to buy lots, to each of 
whom is sent a letter advising that 
the property is now protected against 
depreciation in value below the price 
paid, and the buyer is furnished with 
an interim certificate which guarantees 
to him a policy of insurance in the 
amount he paid for the lot. The policy 
is delivered when the purchaser has 
completed payment of the purchase 
money, thus acquiring legal title to the 
lot, and the company has received its 
premium. 


supply of descriptive pamphlets which 
he uses in connection with his sales 
campaign. As new sales are made the — 


company is so notified and new buyers 
are furnished with interim certificates, 


The developer is farnished with 


or policies, in cases where cash is paid 
in full for the lot. 


Service TO DEVELOPER AND 
PuRCHASER 


by agents of the company, whereby the 
developers’ sales force is instructed 
concerning the advantages and the — 


protection offered by land value in- 
surance. 


Where lots are sold on the install- 
ment plan and the buyer is in arrears 
in his payments, the insurance com- 
pany is notified. The company im- 
mediately writes him that unless pay- 
ments are brought up to date and final 
payment completed he will lose pro- 
tection. This has the effect of in- 
stilling in the mind of the purchaser 
the idea that he is buying property 
which is really worth the amount he is 
paying for it, and the confidence thus — 
inspired makes him pay his installments 
promptly. 

It will thus be seen that land value 
insurance has the effect of breaking — 
down sales resistance for the developer. 
After a sale has been made, it is a 
distinct aid in collecting the deferred 
payments from the buyer whose desire | 
is to secure his warranty deed and a 
policy of land value insurance. 

In cases where a subdivision which 
is encumbered is being offered to the 
public, and improvements, such as 
streets, water mains, lights, and sewers, 
are to be installed and paid for with 
money received from the sale of the | 
lots, the insurance companies require 
that this subdivision be trusteed with 
a responsible financial institution. All 
money received from the sale of lots 


Service is rendered to the developer 2 
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is paid to the trustee. All mortgages 
must contain release clauses, releasing 
each lot by paying the proper percent- 
age of the mortgage. The trustee 
shall retain sufficient money to pay for 
the release of the mortgage and pay- 
ment of all improvements installed. 
This is an assurance to the buyer that 
the contract will be carried through. 
It also protects the insurance compa- 
nies, as they are potential buyers of 
the properties at the values placed on 
them, including all contemplated im- 
provements at the time the contract 
is entered into. 

Land value insurance is a great 
benefit to the purchaser, as he is as- 
sured he has bought property which has 
been given the most scientific and 
analytical investigation; that the price 
paid is a fair one; and that he is pro- 
tected against loss through deprecia- 
tion in value after a determined num- 
ber of years. At the same time, he is 
not prevented, if he so desires, from 
taking all profits that may accrue in 
the meantime, due to the enhancement 
of values, before the policy expires. 
The very fact that he owns “value 
insured” property enables him to dis- 
pose of it more readily. If the new 
buyer wishes, he may make application 
for increased coverage, which will be 
granted if, on appraisal, and on pay- 
ment of the additional premium, it is 
found that the property has increased 
in value. 


How ARE Paip 


_ If at any time during the one-year 
term, set forth in the policy, during 
which loss may be claimed, the insured 
property shall have depreciated in 
value to a sum less than the maximum 
amount payable for any reason, other 
than is set forth therein, the insured, 
if he desires to establish a loss, shall 
convey to the company the property 
free and clear of any tax, mort- 
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gage, lien, or encumbrance by a war- 
ranty deed, together with a certificate 
or guaranty of title, or an abstract, 
showing he has an indefeasible title, 
On delivery of these documents, to- 
gether with the policy, the company, 
being allowed sixty days for the exami- 
nation of the title, pays to the insured 
the amount payable under the policy, 

If any buildings have been erected 
on the lot before loss in value is 
claimed, the company has the two 
following options: 


(a) To pay the actual value, at the time 
loss is claimed, of the buildings, 
and, in addition, the amount pay- 

q able under the policy, in which 
case the property is deeded to the 
insurance company. 

(b) The company will pay a sum equal 

_ to the difference between the ae- 
tual appraised value of the land, 
at the time loss is claimed, and 
the amount payable as a loss by 
reason of depreciation in value, 
title to the land, and buildings 
remaining in possession of the 
insured—the actual value of the 
land and buildings to be deter- 
mined by appraisers, one to be 
selected by the insured and the 
other by the company. The in- 
surance commissioner of the state 
wherein the insured property is 
located will be requested to 
appoint a third appraiser when 
necessary. 


While it is true that all purchasers of 
real estate believe their investment will 
advance in value, they are at the same 
time afraid of their own judgment, 
knowing that they are not thoroughly 
familiar with real estate values and 
always having in mind that they may 
lose part of their money through 
depreciation. 

The cost of land value insurance is 
not by any means prohibitive, being 
regulated by the character of the risk 
as well as the length of the term of the 
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policy. Naturally, a shorter term im- 
poses a higher premium rate, and vice 
versa. No policy is written for a 
shorter term than five years, or a 
longer term than ten years. 

When an entire subdivision is cov- 
ered, the premiums are paid by the 
subdivider and the policies are fur- 
nished at no expense to the lot buyer. 
The premiums are paid to the land 
value insurance company at the same 
rate of percentage in which the pur- 
chase money is received. If, however, 
a lot is sold for all cash, then the full 
premium is paid for the policy, which 
is delivered with the deed. 

If the subdivider, selling jots on 
deferred payments, gives a warranty 
deed on first payment and takes back a 
mortgage for the balance due, then the 
buyer is given his policy at the same 
time and the premium is then paid to 
the company in full. 


Errect ON MARKET 
The volume of business offered to 
land value insurance companies, but 
rejected for reasons due to inflated 
value, poor location, imperfect title, 
and so forth, has exceeded many times 
the volume of accepted business. Land 
value insurance has stabilized values. 
Experience shows that great inflation 
of values are brought about in times of 
so-called ‘“‘booms,” and when the 
boom collapses, as it always does, 
properties are sold below actual value. 
When an application for land value 
insurance has been investigated and 
approved by the company, it places 
upon such a proposition the “stamp of 
approval and safety.” 
Land value insurance companies only 


negotiate with responsible real estate 
operators and subdividers who have 
real merit and who market worth-while 
properties. 

The purchasing public, when edu- 
cated to land value insurance, will only 
buy property that is insured. During 
boom periods, when prices of property 
increase beyond actual values, the 
insurance companies will refuse to 
insure, and some of the public naturally 
will refuse to buy. Property owners 
who have insurance will not become 
panicky and offer their property for 
less than its real value. 

The unthinking critic very often 
asks: ““Why is it necessary to insure 
value of land that is good?” A simple 
answer to this question might be the 
following: “Only good land can be 
insured because insurance of itself 
could not establish value.” This can— 
be readily understood if we apply the 
same principle to any other form of 
insurance. A fire insurance policy of © 
itself will not make an extra hazardous 
risk fireproof: a policy of health insur- 
ance does not restore the physical 
fitness of an individual. It is only © 
possible to write insurance of any 
description on worth-while subjects. 
There is no commodity that is dealt in 
so extensively as real estate, or which | 
is open to so much discussion as to its 
fair valuation. Heretofore, little or | 
no effort has been made to evolve a © 
method of valuation that may be 
accepted by seller and buyer as being | 
fair to both. With the advent of land 
value insurance much of this difference — 
of opinion has been eliminated. It 
must act as a medium of better under- 
standing between buyer and seller. 
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O long as governments need revenue, 
assessment of real estate for taxa- 
tion purposes will be a subject of much 
general interest. Its importance in 
providing revenue may be gleaned 
from the estimate of one well-known 
appraiser ' that real estate constitutes 
the base of from two-thirds to four- 
fifths of all local and state revenues in 
the United States. In fact, real estate 
constitutes, directly or indirectly, a 
very large part of the base under the 
Federal inheritance, Federal income, 
and state inheritance taxes. 

Perhaps, then, it is not too much to 
assert that there is no aspect of real 
estate that commands more general at- 
tention than its use as a base for levy- 
ing taxes; neither is there a problem in 
the field of real estate which needs 
more current consideration than the 
problem of ascertaining the most prac- 
ticable and intelligent basis for making 
assessments on real estate for tax pur- 
poses. The mere fact that “full cash 
value” is used more frequently than 
any other term to denote the basis 
employed for assessment neither in- 
vests it with meaning nor qualifies it as 
the best basis. 

Although no attempt will be made 
in this article to ascertain the best basis 
for real estate assessment, a survey of 
the assessment bases used and evi- 
dences of value considered in the deter- 
mination of taxable value will serve to 
point out what few persons appear to 


1 Zangerle, John A. Principles of Real Estate 
Appraising. Cleveland: Stanley McMichael 
Publishing Co. (2nd ed., 1927), p. 21. 
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discern, namely, that discriminatory 
assessments may be, and very likely 
are, inherent in the ill-defined basis 
employed. 


EVIDENCES OF VALUE PRESCRIBED IN 
STATUTES 

Assessment? bases are authorized 
by statute. These are many and 
varied in interpretation. A survey re- 
veals that twenty-one different  ter- 
minologies are employed; it also dis- 
closes a wide range in the number of 
states adopting a particular basis. 
The statutory bases of the several 
states are presented herewith in tabu- 
lar form. 

Description of the terms used to de- 
note the assessment bases is set forth 
in the statutes of all states except 
Colorado, Delaware, Florida, Maine, 
Maryland, Massachusetts, Missouri, 
New Mexico, New York, Rhode Is- 
land, Vermont, and the District of 
Columbia. According to the defini- 
tions given in the statutes of the 
other states, certain evidences of 
value are to be utilized by assessors 
in arriving at the taxable value of 
property. 

Among the commonly accepted evi- 
dences are: the price the property 
would bring at a private or a voluntary 
sale; the amount at which a property 
would be taken in payment of a just 


2 By “assessment” is meant the value assigned 
to real estate by duly appointed officers, which 
value is used as the basis for determining the 
tax that shall be paid by each individual prop- 
erty owner. 


Alaba: 
Arizor 


North 
Ohio 
Oklah« 
Oregor 
Penns 
Rhode 
South 
South 
Tennes 
Texas. 
Utah. 
Vermo 
Virgini 
Washi 
West 
Wiseor 
Wyom 
Distric 


*In 
difficu! 
served 


debt 
cash 
man 
ness 


feo - 

Arkan 
Califor 
Colora 
Conne 
Delaw 
Florid 
Georg! 
Idaho 
Illinois 
Indian 
Iowa. 
Kansa 
Kentu 
Louist 
Maine 
Mary! 
Massa 
Michis 
Minne 
Missis 
Misson 
Monta 
Nebra 
Nevad 
New 
New J 
New 
New } 
North 
| 
selle 
the 
tion 
Ir 
denc 
ploy 

| 


EVIDENCES OF REAL EstaTE VALUE FoR PurpPOSES OF TAXATION 89 


CLASSIFICATION OF STATUTORY ASSESSMENT BASES * 
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*In some instances, it was difficult to ascertain the basis used, especially where the statutes contained several terms; but where | 
difficulty was experienced, communications from the Tax Commission and reference to the Assessors’ Manual of the particular state , 


served to clarify the basis employed. 


debt due from a solvent debtor; the 
cash consideration which can be com- 
manded in the ordinary course of busi- 
ness; and the price which can be 
realized in a “willing buyer, willing 
seller” transaction. In some states, 
the earning power and other considera- 
tions are recognized. 

In many cases, several of these evi- 
dences of real estate value are em- 
ployed to establish the meaning of a 


single assessment basis. For example, 


the Georgia Code * expresses the intent | 
and the purpose of the tax law as 
follows: 


To have all property and subjects of 
taxation assessed at the value which would 
be realized therefrom by cash sale, as such — 
property and subjects are usually sold, 
but not by forced sale thereof. 


* The Georgia Code (1926), Sec. 1004, p. 223, 
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Idaho's legislators provided that the 
‘full cash value” of real estate should 
be established by determining what the 
property would be worth were it taken 
in payment of a just debt due from a 
solvent debtor, or were it sold at a 
voluntary sale in the ordinary course 
of business. ‘The act governing assess- 
ments also requires assessors to con- 
sider a property’s earning power when 
put to the same uses to which property 
similarly situated is applied.‘ 

The Iowa law provides that in ar- 
riving at the ‘‘actual value” of real 
estate the assessors shall consider the 
property’s past, present, and prospec- 
tive productive and earning capacity, 
if any; its market value, if any; and all 
other factors which might affect its 
value» The Michigan law stipulates 
that the usual selling price at the place 
where the property is located shall be 
an evidence of its “true cash value”’; 
and such “usual selling price” is de- 
fined as the price which can be ob- 
tained at a private sale and not at a 
forced sale.® 


VaRYING EvipeNnces oF VALUE 

It is worth noting that not all states 
which stipulate a specified assessment 
basis employ the same evidence of 
value. Analysis of the assessment 
bases previously enumerated reveals 
that New Hampshire, South Dakota, 
and Texas designate the “full and true 
value in money ”’ as the basis for assess- 
ments. Whereas the New Hampshire’ 
enactment states that the just debt, 
solvent debtor formula is to be em- 


4TIdaho Compiled Statutes (1919), vol. I, See. 
3104, p. 884; R. C., Sec. 1646, subd. 5; Am., °12, 
c. 8, sec. 3e, p. 24; 13, c. 58, sec. 9, p. 178; reén. 
C. L. 188: 9. 

5 Code of Iowa (1924), Sec. 7109, p. 899. 

Compiled Laws, Michigan (1915), vol. I, 
Sec. 4021 (Ch. 83, Sec. 27, C. L. ’97, 3850). 

7 Public Laws of New Hampshire (1926), vol. 
I, Ch. 63, Sec. 1, p. 254 (P. S. 58: 1). 
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ployed, the Texas*® and the South 
Dakota ® laws instruct assessors to 
ascertain the usual cash selling price 
at the time of assessment. 

In defining ‘“‘true cash value,” the 
Nevada statute states that a property 
shall be appraised as if taken in pay- 
ment of a just debt due from a solvent 
debtor.'° Oregon ' recognizes as evi- 
dence of the taxable value of property 
the earning power and the price which 
the property will yield at a voluntary 
sale, while Michigan” adopts the 
voluntary sale idea, but requires 
assessors to evaluate all natural ad- 
vantages and disadvantages. 

Close scrutiny of the statutes reveals 
that any one evidence of value is an 
element in defining several assess- 
ment bases. ‘The price which a prop- 
erty will bring at a private or a volun- 
tary sale is an acknowledged evidence 
of value in determining the “‘fair and 
reasonable cash value”; “‘full cash 
value’; “true cash value”’; “fair cash 
value’; “full and true cash value”; 
“true and full value”; “full and fair 


value’’; “‘actual value’’; “‘actual cash 
value”; and “full value.” 


Sometimes the same idea has been 
expressed negatively in the expression 
‘“*not at a forced or an auction sale.” 
This expression is incorporated in 
definitions of “‘full cash value”’; “‘true 
value”; “present, true, and actual 
value”; ‘“‘fair market value”; “full 
and true cash value”; “true value in 
money’; “‘actual 


“ash value”; “true 
cash value’; “true and full value”; 


8 Revised Civil Statutes, Texas (1925), vol. 
II, Art. 7149, p. 2069. Acts, 1876, p. 275; G. L, 
vol. VIII, p. 1111. 

The South Dakota Revised Code (1919), 
Sec. 6666, p. 1619. 

10 Revised Laws, Nevada (1912), vol. I, Sec. 
3622, p. 1048 (March 23, 1891, 135). 

11 Or. L. Sup. (1927), Pt. I, Sec. 4268, p. 462 
(L. 1925, e. 113, p. 167). 

2 Compiled Laws, Michigan (1915), vol. I, 
Sec. 4021 (Ch. 83, Sec. 27, C. L. 97, $850). 
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“full and true value in money”; and 
“true and fair value in money.” The 
amount at which property will be taken 
in payment of a just debt due from a 
solvent debtor is adduced as an evi- 
dence of “‘full cash value’’; “‘true cash 
value”’; “full and true value in money”’; 
“true value”; and “true and fair 
value in money.” 

The concept of market value, or the 
price at which property is usually sold 
in the ordinary course of business, is 
embraced in the definitions of “‘fair 
market value’’; “‘actual value”’; “‘ac- 
tual cash value”; “‘true cash value”; 
“true and full value’’; “‘true value in 
money”; “full and true value in 
money”’; and “‘true and actual value.” 
An explicit statement of the “willing 
buyer, willing seller’ theory, namely, 
that the value of a property is the cash 
consideration which a person would be 
willing, and would expect, to accept 
for property if he were disposed to sell 
it, is embraced in the definition of 
“intrinsic value” only. 


INDEFINITENESS OF STATUTORY TERMS 


Viewed in this manner, the situation 
should impress us by the lack of per- 
spective which has marked the thought 
of legislators in regard to assessments. 
It is apparent that there is little uni- 
formity in the terminology, and even 
less in the meaning attributed to the 
tems used. Many of the statutory 
definitions even suggest that there is 
much uncertainty as to the meaning of 
the stipulated assessment basis. How- 
ever, all appear to aim at establishing 
the price which a property would bring 
under the perfectly ‘natural’ condi- 
tions of an unrestricted market. Ina 
word, the exchange value is sought, 
but how to ascertain that value seems 
to be an open question. 

Some statutes frankly depend on the 
assessor's judgment. For instance, the 
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that the true value in money is in- 
tended to be the usual selling price on 
the usual terms of similar property at 
sales for partition under orders of the 
court, asserts that if there is no usual 
selling price the assessor shall list the 
property at what he honestly believes 
it would bring at a fair sale.'* 


Assessors’ MANUALS 


Administration of reassessments is 
accomplished through the medium of 
tax commissions in forty-three states. 
In the remaining states, boards known 
by other names do this work. Several 
of these commissions and boards have 
endeavored to aid assessors in inter- 
preting the statutes relating to the 
taxation of real estate. Such inter- 
pretation is rendered necessary and 
advisable by reason of the lack of 
training of most assessors and by their 
limited tenure of office. : 

Manuals of instruction have been | 
prepared and distributed to assessors 
before the beginning of the periodic 
assessment. These guides range from 
single sheets containing excerpts from 
the statutes, and perhaps a caution that 
a penalty awaits assessors if they fail in ~ 
the performance of their duty, to rather — 
large booklets outlining the methods of 
appraisal in current use. Some are 
serious attempts to formulate rules and 
to provide the mechanics for securing 
an equitable assessment, while others 
indicate that the administrative officers | 
rely on forms. In general, it may be 
said that manuals with specific formu- 
lae are not the practice. 

One of the most carefully prepared 
manuals “ sets out a schedule of factors 
involved in determining the value of 
buildings. Scales of reproduction costs 


13 Code of Laws of South Carolina (1922), 
vol. III, Ch. XIII, Art. XI, Sec. 6, p. 183. 

M4 Manual for Instruction of Assessors. Issued 
by Thorstein H. Thoresen, State Tax Com- 


South Carolina statute, after stating mission, Bismarck, North Dakota. 
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: based upon a detailed classification of 
building material types, as well as 

_ depreciation tables, are given. Accord- 
ing to the manual, the ‘‘full and true 
value” of land is to be ascertained by 
determining its market value based on 
sales in normal times only. Assessors 
are specifically enjoined from assessing 
land on its economic value and are cau- 
tioned to ignore sales at inflated prices. 
What the index of normalcy shall be is 
not set forth. 


Tae Mrynesora Assessor’s GUIDE 

An interesting Assessor's Manual is 
issued by the Minnesota ‘T'ax Commis- 
sion. A remarkable feature is the im- 
portance ascribed to the most advanced 
appraisal methods. Tables of con- 
struction costs and mechanical methods 
for securing uniformity of valuations 
are discussed at greater length than is 
usual. For the most part, it consists of 
a series of indexed questions and an- 
swers relating to the tax laws. ‘hese 
are so arranged that if an assessor de- 
sires to ascertain the rule governing any 
specific case he may readily locate the 
proper section of the law. Among the 
sections indexed is one relating to the 
determination of land value. Evi- 
dences of value which should be em- 
ployed by the assessor are enumerated. 

As in the North Dakota guide, the 
use of recent sales is advocated. How- 
ever, this is not the sole criterion af- 
forded, for assessors are advised that in 
some cases land values may be fixed 
from the actual or the potential rental 
value of the land. 


When neither of these measures is avail- 
able, the assessor must establish values, 
and in doing so it is suggested that he con- 
fer with real estate dealers or others having 
knowledge of land values." 


The Tax Commission further in- 


Assessor's Manual, Including Assessment 
Laws (1918), p. 14. Issued by the Minnesota 
Tax Commission. 
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structs that it is good practice on the 
part of the assessor to avail himself of 
whatever information relative to values 
he may be able to obtain from persons 
of sound and dependable judgment. 


THe CoLtorapo MANUAL 


‘The manual compiled and printed by 
the Colorado ‘Tax Commission is, per- 
haps, more detailed than any other in 
its statement of the evidence which 
may be used to arrive at the value of 
taxable property. According to this 
manual, the guide to “true value” isa 
property’s market value. The pur- 
chase price paid, if the property is sold 
under ordinary conditions, is the meas- 
ure of its market value. If there is no 
well-established market value, 


the price it would bring at a fair voluntary 
sale . . . the value of the use thereof, and 
the capability of use, together with any 
just method of determination, may be con- 
sidered by the assessor." 


Asking-prices, and the true consid- 
erations in deeds, are mentioned as 
instruments useful in determining the 
value of property. In addition, as- 
sessors are advised to keep an accurate 
record of all real estate transfers in 
their counties, as well as of trust deeds 
and mortgages, and to examine the 
county records for the appraisement of 
estates. 

West Virginia’s Commission instructs 
assessors that 
in aiming at the true and actual value of 
buildings on lots the assessor should ob- 
tain, if possible, the cost of construction 
of such buildings, the annual rental re- 
ceived by the owner, if rented, and the sale 
price of adjoining property in the same 
block or on the same street." 


16 Instructions to County Assessors, p. 4 
Compiled and printed by the Colorado Tax 
Commission. 

Instruction to Assessors (1925), p. 35. 
pared by Grant P. Hall, State Tax Commi 
sioner, West Virginia. 7 
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City and town lot values are to be 
determined from the per front-foot sale 
price of the lots without buildings or 
improvements. 

The manuals of North Dakota, 
Minnesota, Colorado, and West Vir- 
ginia are cited because they are repre- 
sentative of the best attempts to give 
the assessor the tools with which he 
may work. Nevertheless, there is con- 
siderable variety in the evidences 


stipulated. 


EVIDENCES OF VALUE ADVOCATED BY 
CoMMISSIONS 


It is difficult to generalize on the evi- 
dences of value suggested in the hand- 
books provided for assessors. In the 
first place, there are few such instruc- 
tion sheets which make more than a 
pretense at analysis of the factors enter- 
ing into land or improvement values. 
In the second place, the manuals that 
specify evidences of value, which may 
be utilized by assessors, show little 
effort to evaluate the importance of 
each evidence. 

If there is one evidence of value com- 
monly accepted by tax commissions, it 
is the sale price. But “‘sale price,”’ as 
used, is susceptible of interpretation. 
Some specify that the sale price must be 
the price actually paid for the property; 
some will admit as evidence the selling 
price of similar properties; others in- 
sist that “‘normal”’ sale prices only may 
be accepted as an evidence of value. 

Similarly, when rentals are accepted 
as an evidence of value, variation in 
practice exists. Some tax commissions 
stipulate that rents received shall be 
evidence; others consider prospective 
rentals. Few designate whether net or 
gross rentals are contemplated. Rela- 
tively few stress the use of asking- 
prices or records of transfers and en- 
cumbrances as evidences. In regard to 
building appraisals, most commissions 
advocate a “reproduction, less depre- 
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ciation” basis. In most instances, 
assessors are urged to use their “aan 
judgment in seeking to determine from > 
the many conflicting evidences of value 
a conservative intermediate value, with 
due regard to general values. 


JUDICIALLY RECOGNIZED EVIDENCES 
oF VALUE 


At various times the judiciary has 
been called upon to pass on the legality 
of specific assessments. In determin- 
ing the issue in question, criteria of 
value have been established by the 
courts and certain evidences of value 
admitted as competent. 

Generally speaking, courts are in 
accord on the proposition that assess- 
ments should be made on the basis of 
the actual worth or fair market value of 
property,'* unless otherwise directed by 
statute. In defining the market value, _ 
courts have demonstrated a preference 7 
for what might be called a “willing 
buyer, willing seller” theory of value; ‘ 
that is, they have sought to determine 
the price which the property under 
consideration would bring in a market 
wherein there are willing sellers and 
willing, able buyers of property like 
that to be assessed.'® Underlying this 
theory is the presumption of complete 
agreement and equality of position of 
the parties. 

Citation of a few cases, although — 
there is no intention to deduce general- — 
izations from them, will indicate that 
sale prices have been admitted in 


18 People v. Barker, 146 N. Y. 304, 40 N. E. 
996 (1895); Turnley v. Elizabeth, 76 N. J. L. 42, © 
68 Atl. 1094 (1908); Coal Co.’s App., 43 Pa. 
C. C. 1 (1915); Kemble’s Estate, 280 Pa. 441 
(1924); Arlington Mills v. Salem, 140 Atl. 163 
(1927); Hawkeye, Portland Cement Co. v. Madi- 
son, 127 N. W. 837 (1928). 

19 Union Investment Co. v. Harrison County, 
67 Miss. 614 (1890); Metropolitan Bldg. Co. v. 
King County, 62 Wash. 409, 118 Pac. 1114 
(1911); Peo. v. Dowd, 206;App. Div. 727, 200 
S. 500 (1922). 


he 
of 
1es 
ns 
er- 
in 
ich 
of 
his 
ur- 
as- 
no 
ary 
ind 
ny 
on- | 
id- 
as 
he 
ite 
in 
ds 
he | 
of | 
cts 
of 
ob- 
ion 
re- 
ale 
| 
4. 
nis- 


94 Tue ANNALS OF THE AMERICAN ACADEMY 4 al 


specific instances to determine the 
propriety of given assessments. In 
Adams Express Co. v. Ohio State Audi- 
tor,2° it was pointed out, as a cardinal 
rule, that whatever property is worth 
for the purposes of income and sale, it is 
also worth for the purposes of taxation. 
Indeed, one annotator has observed 
that where similar property is com- 
monly bought and sold the price which 
it brings is the best test of the market 
value of the land under consider- 
ation, and assessors need look no 
further.”! 

Sales of similar land, or lands simi- 
larly located, at about the same time, 
and not under forced sale, may be 
shown as partial evidence of the market 
value of the lands in question. On 
this, authorities appear to agree.” Not 
only the sale prices of similar properties, 
but also the price paid by the present 
or any former owner, have been con- 
sidered as competent evidence.” In at 
least one state, however, if the sale 
price is to be qualified as an evidence of 
value it must represent the highest 
price that can be obtained in a fair 
market. 


NATURE OF SALE PRICE 


Prices paid at public sales, as well as 
those at private sales, have been con- 
sidered as indicators of value. For 
example, in Colwell v. Abbott,” the 
amount that property taken as a whole 
would bring at fair private sale was 
recognized as a good criterion of its 
value. On the other hand, it has been 
held that a sale of land at public auc- 


oll 


tion is an evidence of the property’s 
value.”® 

Even though a property had been 
put up for public sale on two occasions 
after due advertisement at a specified 
sum, without drawing a_ purchaser, 
testimony to that effect was considered 
to have provided some indication of the 
property’s market value; likewise, 
the holding or asking-prices of other 
properties similarly situated may also 
be shown. In an instance where real 
estate did not have a market value, 
assessors were permitted to consider the 
price it would bring at a fair, voluntary 
sale and to adopt other just methods 
in determining the taxable value of 
property.”® 

Another evidence of value which has 
been considered in ascertaining the tax- 
able value of property is rental received, 
or provided for, under a lease. Ae- 
cording to a New Hampshire case, 
Atlantic & St. Lawrence R. Co. v. 
State,’ the rent which a lessee promised 
to pay was regarded as evidence, al- 
though not conclusive proof, of the 
market value of the property at the 
date of the lease. 

In State, Hurd v. Cook,®® the court, 
while asserting income as a criterion of 
value is peculiarly inappropriate in tax- 
ing mining lands, admitted the yearly 
rental of premises might be regarded as 
an element in ascertaining the value of 
a property if the property is so situated 
that such yearly rental reflects its true 
value. In another case *! an assessor, 
upon learning of the existence of a 


°% Dickerson Suckasunny Min. Co. v. Ran- 


. dolph, 25 N. J. L. 427 (1856); Kaemmerling’s 
— 20166 U. S. 185, 220 (1897). Appeal, 282 Pa. 78, 81 (1925). 


296 R. C. L., p. 365. 

2 Finch v. Gray's Harbor County, 121 Wash. 
486, 209 Pac. 833 (1922). 

23 Cocheco Mfg. Co. v. Strafford, 51 N. H. 455, 
477 (1871). 

24 Winnipiseogee Lake Cotton & Woolen Mfg. 
Co. v. Gilford, 67 N. H. 514, 517 (1893). 

%42N. J. L. 111, 115 (1879). 


27 Appeal by Pennsylvania Co., etc., 282 Pa. 
69, 127 Atl. 441 (1925). 

23 R. Co. v. Hanna, 73 Colo. 162, 172, 214, p. 
550 (1923). 

*2 60 N. H. 133, 143 (1889). 

3060 N. J. L. 70, 71 (1897). - 

1 Woodburn v. Skagit County, 120 Wash. 58, 
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hunting lease, increased the property’s 
valuation; and his action was sustained. 


IMPROVED STATUTES NECESSARY 


At this point it would be appropriate 
to observe how unsatisfactory are the 
evidences of value most commonly 
used. However, another article * in 
this series is devoted to the demonstra- 
tion of the inadequacy of the sale price 
as an evidence of value, and it is there- 
fore unnecessary to discuss it here. 
Nevertheless, this opportunity to direct 
attention to the need for a well-con- 
ceived device for discovering the rela- 
tive importance which the community 
attaches to certain locations cannot be 
allowed to pass. 

Despite the attempts of legislatures 
to establish a concept of value, so much 
opportunity is allowed for the subjec- 
tive opinion of the individual assessor 
that practically all the definitions of 
value now used in the statutes tend to 
become vitiated, and are therefore un- 
enforceable. In general, it is safe to 
say that such units of measurement and 
procedure as are presented are clearly 
impossible of application by large num- 
bers of persons, distributed over wide 
areas. At best, the formula, if such it 
may be called, given each individual 
assessor is both vague and impractical. 

It is obvious that emphasis must be 
placed upon the task of improving the 
statutory provisions with respect to the 
basis of assessment. Some organiza- 
tion might profitably direct its efforts 
to the task of sifting the diverse evi- 
dences of value generally employed, 
and ascertain which, if any, may be 
useful. When this has been accom- 
plished, the organization in question 
might address itself to the problem of 
incorporating in a model statute the 
basis determined upon as ideal. A 
hecessary feature of the work of such an 


® See the article by Karl Scholz in this volume. 
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organization would be the development 
of a course of instruction for ronan 
so that they might make uniform and 
sane use of the basis provided. _ 


Recent IpAno STATUTE 


Perhaps a recent legislative enact-— 
ment will point the way to more precise 
statements of the procedure to be used 
by assessors in arriving at the assessa- 
ble value of real estate. In the 1929. 
session of the Idaho legislature the sec- 
tion * of the C ompiled Laws relating to 
the “criteria of value” was amended by 
the terms of Chapter 201.% The 
amended provision reads: 


4%: 


The assessor may as far as practicable 
ascertain the value of each parcel of real | 
estate and the improvements thereon listed 
for assessment purposes in accordance with | 
such values as the resident taxpayers in- 
any designated community place upon 


is hereby empowered to require by written 
or oral organ st the attendance of the resi- — 


of which shall be fixed by such officer, ata 
meeting to be held within such community. 
The assessing officer shall preside at such — 
meeting, and he is hereby authorized to 
administer an oath to each person present 
to the effect that each affiant will, accord- 
ing to the best of his ability, give correct — 
answers to all questions propounded to 
him touching valuations and classifications 
of real estate within such community. If 
the assessor finds and believes that the con- 
sensus of opinion of the resident taxpayers — 
on valuations and classifications are the 
true valuations and classifications, the 
assessor shall place an assessed valuation 
on each piece of property and the improve- 
ments thereon, and classify the same in — 
accordance with the consensus of opinion — 
of such resident taxpayers. 


Clearly, the intent is to obtain an— 
appraisal which will reflect the opinion — 
of the community. In respect to its 


% (1919), vol. I, p. 885. 
% 1929 Idaho Session Laws, pp. 390-91. 
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- provision for community meetings, the 
_ Idaho statute is unique. The legisla- 
tures of other states may well follow the 
precedent of this statute. Indeed, 
they may go much further. Such 
meetings may well be used to deter- 
mine the quantity unit values from 
which the values of individual sites 
may be determined. Assessors should 
be required to value land and improve- 
ments separately. They might also be 
required to classify buildings and devise 
rules for depreciating the buildings 
assessed. 


CoNCLUSION 

A recapitulation of the material sub- 
mitted reveals several significant facts. 
That there is a lack of agreement in re- 
spect to the term that shall be used in 
statutes to describe the present value of 
taxable property cannot be denied. 
Moreover, it is apparent that such stat- 
utory bases as are stipulated lack mean- 
ingful definition. But, in so far as in- 
terpretation of the statutory base is 
attempted, the sale price of the particu- 
lar property or of other similar proper- 
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ties is generally accepted as an evidence 
of the value of the real estate subject to 
assessment. 

By some description, sale prices 
have been prescribed statutes, 
advocated by tax commissions, and 
judicially recognized in many instances, 
When there is no well-established mar- 
ket for properties of the type to be 
assessed, evidences of value other than 
the sale price have been considered. 
Courts have admitted capitalized rent- 
als as some evidence of value; and tax 
commissions have urged assessors to 
take note of existing leases and the rent- 
als paid under such leases. In some 
statutes and manuals, assessors are 
commanded to take cognizance of the 
earning power of property. 

Each of these evidences of value is 
useful under given circumstances; but, 
in general, these evidences do not re- 
flect a true community opinion of the 
exchange value of real estate. Stat- 
utes must be devised which will 
establish some procedure for the 
determination of such a community 
opinion. 
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LL value is relative. Therefore, in 
the attempt to approach the 
problem of valuation on a scientific 
basis it is essential that the appraiser 
should use methods which will ac- 
curately measure this relativity. 

The uses of urban land for business, 
residential, industrial, and other pur- 
poses, are fairly well standardized in 
American cities. By comparison of 
the use values of different street front- 
ages, it is not difficult to establish rela- 
tive valuations of all land frontages in 
an urban community, and this com- 
parison can be extended so as to show 
the definite value relations existing be- 
tween street locations in different cities, 
no matter where they may be located. 


Unit Basis or VALUATION 


Determination of street valuations 
on a unit basis, in which uniform units 
of quantity are appraised for all front- 
ages, furnishes a yardstick for definite 
comparisons of all such frontage values. 
By the use of uniform computation 
formulae it is possible to make accurate 
comparisons between the similar fac- 
tors in all lots of depth, frontage, cor- 
ner, aliey, railway, waterway, or other 
enhancing influences, and to determine 
these value effects relatively. The 
unusual factors pertaining to land val- 
uation which remain—if there are such 
factors in individual lots—may then be 
separately judged in their effects upon 
valuation. 

On the same principle, it is possible 
to appraise improvements upon land 
at the standard of reproduction cost 
new, and to deduct depreciation so as 
to measure accurately the loss of use 


By Watrter W. Potiock 
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value due to all depreciating factors, 
thus determining values for buildings 
on a comparative basis. 

This process permits, and indeed re- 
quires, the consideration of the effect 
of all the conventional data for apprais- 
ing values—sale prices, rentals, the 
effect of restrictions, the effect of sup- 
ply and demand, the so-called market 
value, the “willing buyer, willing 
seller” ideal, and so forth. A certain 
area of land of a certain size and shape, 
with a certain utility, and with a cer- 
tain relation to street frontages of like 
valuation, will have the same valuation 
as another lot in which all these condi- 
tions are identical. Any variation in 
any factor will cause a relative varia- 
tion in valuation, and this relation may 
be definitely demonstrated. The mar- 
ket costs of building materials and 
labor, compiled from reliable sources, 
wil! enable appraisers accurately to de-— 
termine the new reproduction costs of © 
buildings; and an intelligent judgment — 
of the basic factors of accrued deprecia- — 
tion, which may be generally described — 
as (a) mechanical deterioration, (b) 
obsolescence, and (c) lack of utility, 
will take into consideration all the nor- — 
mal factors relating to valuation. 

The foregoing statements may be 
regarded as conclusions which the — 
writer has arrived at through experi- — 
ence in the appraisal of real estate. If 
he is correct in arguing that the valua- — 
tion of land and buildings can be best — 
arrived at by the use of definite com-_ 
parative methods, it must then be 
desirable to search for such methods, if — 
they have already been devised, or, if 
they cannot be found, to invent them. 
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Instead of passing laws which set up 
such idealistic and partial definitions as 
“true,” “market,” “cash,” “selling” 
values, the words “‘relative”’ or “com- 
parative” will be found to describe 
more accurately the process of scien- 
tific valuation. Either or both of these 
words can well be used in amplification 
of the customary idealistic terms, and 
in the case of real estate assessment 
they will be found to furnish a satisfac- 
tory substitute. 


SysTEMATIC VALUATION OF PROPERTY 


Under modern conditions, there exist 
so many phases of the phenomenon 
“value” that the attempt to reduce the 
process of valuation to a systematic or 
a scientific basis is regarded as most 
difficult. There are so many special 
points of view, as illustrated by the 
special interests of various persons or 
classes of persons, that it is impossible 
completely to harmonize those interests 
with the numerous conventional con- 
cepts of value. 

Before organizing a plan for the 
systematic valuation of physical prop- 
erty of any description, it is necessary 
to discover something fundamentally 
important and inherent in circum- 
stances relating to value. That the 
business world has not yet found a basis 
for agreement as to sound, systematic 
bases for valuation is evidenced by the 
great fluctuations of prices of commod- 
ities and securities. That the Federal 
Government and the courts have not 
yet reached a workable concept of value 
and methods of valuation is shown by 
the long-debated, never-determined ef- 
fort to establish the “fair value” of the 
railroads and other public utilities as a 
basis for service rates. 

This uncertainty on the part of gov- 
ernmental agencies is also illustrated in 
the long, drawn-out discussions and the 
arbitrary decisions relating to property 
valuation and depreciation by the In- 
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ternal Revenue Bureau in the adjust. 
ment of income taxes. In the local ad. 
ministrative field there are various 
unscientific, legalistic theories pro. 
pounded for the valuation of property 
taken under condemnation proceedings 
for public use; and in the assessment of 
real estate for purposes of taxation 
there are almost as many theories of 
appraisal as there are assessors. 

These uncertainties of thought in 
relation to value and valuation con- 
stitute one of the most important of our 
modern problems. They offer many 
opportunities for the oppression of the 
politically weak by the powerful, and 
for the destruction of those who are 
powerful by those who are more 
powerful. 

In the original Supreme Court dic. 
tum that the railroads are entitled to 
charge for service rates so as to yielda 
fair return upon the fair value of used 
and useful property there was expressed 
a definite ideal which, it was hoped, 
would establish justice for all those 
interested; but many years have 
passed, and we seem to be as far as 
ever from accomplishing that ideal, 
because we have not yet been able to 
crystallize the ideal on a factual basis. 
Senator La Follette believed that rail- 
road values could be determined only 
on a legal basis, but the debate over the 
facts relating to railroad valuation has 
continued for nearly twenty years, 
without satisfactory conclusion or defi- 
nite plans for evolving out of the con- 
fusing factual claims a working theory 
in accord with the legal ideal. 


WILLING SELLER, WILLING BUYER 
Maxim 

The various states carry upon their 
statute books various idealistic dicta 
relating to valuation. There is the 
maxim of the willing seller and the will- 
ing buyer which represents a fine ideal- 
istic concept of value, notwithstanding 
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the fact that in actual practice there are 
almost no willing sellers and no willing 
buyers. ‘The self-interest of sellers and 
buyers causes each to oppose the other 
for the utmost of high or low price; and 
ifa transfer of real estate should unex- 
pectedly be concluded on a mutually 
agreeable basis it will almost always be 
found that the mutual willingness is 
caused by some other circumstance 
than price. Again, there is the extra- 
legal maxim to the effect that every- 
thing is worth what one can get for 
it." 

Among the idealistic statutory at- 
tempts at a definition of value for real 
estate are: (1) true value in money; 
(2) full cash value; (3) fair market 
value; and (4) the assessor’s opinion as 
to fair selling value. 

There is a wide gap between these 
well-meant theoretical descriptions of 
the goal of valuation and the facts and 
arcumstances relating to valuation. 
Because assessors and taxpayers are 
often unacquainted with the discrep- 
ancy between the valuation theories 
and facts, these theories are seldom 
satisfactorily fulfilled in actual ap- 
praisal work. Each assessor and re- 
viewer follows his own route. Each 
may view upon a distant banner an 
idealistic legend, but few, if any, arrive 
at that destination, because they do 
not know the proper route to follow. 

President Hoover has appointed 
numerous lay commissions unofficially 
to consider various economic, social, 
and governmental phases of American 
life, and out of such investigative ef- 
forts there will undoubtedly come in- 
formation which should have the effect 
of harmonizing hypothesis with fact. 
There is no more fertile field for such 
systematic inquiry than that relating 
to valuation. Such an investigation, 
balanced between hypothesis and fact, 
might bring the two nearer to one an- 

‘See the article by Karl Scholz in this volume. 
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real estate valuation will bear a closer > 


other and might throw much needed 
light upon the whole question of > 
valuation. 


Versus Facts 


As a professional appraiser, with 
more than thirty years’ experience, in 
many contacts with administrative 
governmental officials, from Washing- 
ton down to rural townships, whose 
duties related in one way or another to 
valuation, I have seldom met one who 
was not in a state of confusion over the 
difficulty, if not the impossibility, of 
complying with the instructions of law 
relating to valuation, and at the same 
time appraising values in accordance 
with facts. These public officials are 
charged with the responsibility of per- 
forming a technical act, under the limi- 
tations of incomplete statutory direc- 
tions, without adequate tools or guides. 
Many of them realize their situation, 
but few have had the courage to face it, 
or to rebel at their legal fetters. 

The first step in the direction of | 
systematic or scientific land valuation 
is to appreciate that there is a more or 
less definite relation between total 
population and total real estate valua- 
tion. At the present purchasing power 
of the dollar I have found that, elimi- 
nating speculative prices, the per capita 
valuation of land in a number of aver- 
age American communities is about 
one thousand dollars; and of buildings, 
after deducting liberally for deprecia- 
tion from present new reproduction 
costs, in the neighborhood of twelve 
hundred dollars, thus making the total 
real estate valuation about twenty-two 
hundred dollars per capita. There 
may be variations due to special con- 
ditions, but in prosperous American 
cities under normal conditions this is 
not far from the fact. Of two com- 
munities which are approximately of 
the same general character, the total 
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comparison with total population than 
with total area. Ina confined city the 
higher land valuation will overcome 
the disparity in acreage, where the 
same number of people are spread over 
a larger area. 

In a number of cities where I have 
given assistance to assessors in the in- 
stallation of systematic methods of 
revaluation of real estate for purposes 
of taxation, it has been possible to pre- 
dict approximate total valuations be- 
fore the work of appraisal was started. 
[ believe that eventually the number of 
inhabitants in a city will be found to be 
the best and the most accurate basis 
for levying local taxes on real estate, 
and that this will also be found to be 
the most accurate basis for equaliza- 
tion between the several communities 
in a county or between counties in a 
state. 

It would be altogether possible, for 
instance, for the Labor Government of 
England, which at this writing is be- 
lieved to be contemplating the taxation 
of land values, first to determine the 
amount of land taxes to be collected, to 
allocate the tax by communities on the 
population basis, to appraise the sep- 
arate parcels of land by systematic 
methods, and then to fix the tax rate so 
as to raise the amount of money im- 
posed by the government. I am so 
confident of the equity of such a plan 
that I believe it would require but 
slight adjustment in rates as between 
rich and poor communities in order to 
be equitable as between communities. 
The equalization as between properties 
in each community could be accom- 
plished by the use of systematic meth- 
ods, which I shall briefly describe. 
These methods have been successfully 
used in many American municipalities 
under expert direction, and have also 
been applied less expertly by many 
local assessors who have lacked such 
assistance. 


Tue SoMERS SYSTEM OF APPRAISAL 


The late William A. Somers was the 
originator of the first workable system 
for appraising land and buildings for 
the purpose of assessment. Of course, 
all valuers have vaguely had the idea 
that the valuation of one lot or parcel of 
land bore a relation to the valuations of 
other properties. Mr. Somers, as city 
engineer of St. Paul, Minnesota, as. 
sisted in the year 1906 in the revalua- 
tion of the real estate of that city, and 
was the first to recognize the fact that 
there exists a mathematical relation 
which may be accurately computed for 
comparison of one lot or parcel of land 
with another, based upon unit valua- 
tion judgment. He established a basis 
for comparing the value of one lot with 
that of another by computing the value 
effect of frontage, depth, corner, alley, 
railway, waterway, or other enhancing 
influences, but his is something more 
than a computing system because it 
has also established a basis for uniform 
expression of opinion or judgment of 
the primary element of urban site val- 
uation—that of street accessibility. 

Transactions in commodities 
sessing length, weight, and bulk are 
conducted by the expression of value 
opinion in terms of the yard, the pound, 
or the bushel, depending upon the char- 
acter of the commodity. A dollar a 
yard, a pound, or a bushel may be an 
opinion or an offer to buy or to sell 
cloth, butter, or wheat at a price which 
may thus establish a market price, and 
the method of land appraisal employed 
by Mr. Somers is in conformance with 
this practice, expressing, as it does, 
value opinion on the unit price basis. 

Market price or value in respect to 
land ordinarily lacks the conditions 
which relate to market prices of other 
commodities. When we talk of the 
market prices of stocks, bonds, wheat, 
or lumber, we discuss commodities 
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which are subject to exact duplication, 
both in quality and in uniform units of 
quantity, and for which there exists 
a definite demand and a ready market. 
None of these attributes pertains to 
land to the extent that they exist in 
other commodities. 

If we think of units of quantity for 
city land, we usually think of front-foot 
or square-foot prices. Neither of these 
is a constant, uniform unit of quantity 
because lots vary in depth, and a front- 
foot price for one lot will not be relative 
to a front-foot price for another lot of 
greater or less depth. A square-foot 
unit price for a given lot is merely an 
average price for many square feet of 
different valuation. using the 
square-foot unit, what one actually 
does is to estimate mentally the valua- 
tion of the entire lot and to divide by 
the number of square feet. The acre is 
uniform as to quantity, but cannot be 
accurately used without classification 
of qualities which may be numerous 
within a single acre. 


Unit-Foor as Market Price 

The sound market price for urban 
land is the unit-foot. This unit of 
quantity, when appraised, represents 
opinion or judgment of the valuation in 
money of the accessibility or the use- 
fulness of a single street or highway for 
one foot of frontage, with a depth of 
one hundred feet, or some other depth 
which may be conveniently and ac- 
curately applied in systematic valua- 
tion work. It is not strictly accurate 
to say that the unit-foot is a strip of 
land in the middle of a block, although 
there are many “inside” lots which 
illustrate the unit-foot because they 
have no other element or factor of ac- 
cessibility than that from one street. 
The unit-foot represents sound market 
price because it is susceptible of dupli- 
cation on all blocks within a city, and 
prices of all unit-feet may thus be ex- 
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pressed comparatively for an identical 
unit of quantity. Whether for com- 
mercial purposes or for taxation, the 
use of the unit-foot establishes an 
accurate relation for appraising uni- 
formly the most important element of 
street accessibility, which may be ap- 
praised at its use valuation both indi- 
vidually and by comparison with all 
other properties which possess the fac- 
tor of accessibility to, and usefulness 
from, streets in the community. 

Unit-foot prices having been estab- 
lished by expert judgment and, in the 
case of assessment installations, con- 
firmed or modified by public confer- 
ences of the assessors with taxpayers, 
the system of relative valuation is ex- 
tended by the use of uniform computa- 
tion methods. We know that all city 
lots have street or highway frontages, 
and in appraising the unit-foot for all 
block frontages we have established the 
valuation for all of them for one front- 
foot, one hundred feet deep. The next 
process is to compute the additional 
valuation of lots of greater depth, the 
lower valuation of lots of less depth, the 
enhancement, if any, due to location at, 
or adjacent to, street intersections 
(corner influence), and the enhance- 
ment, if any, due to alley, railway, 
waterway, or other influences. After 
this has been accomplished there is a 
further process—similar to the final 
fitting of a suit of clothes, in which 
the tailor looks for inaccuracies in his 
work. 

Has the wholesale process produced a 
correct specific total valuation, and if 
not, what must be done to correct the 
inaccuracies? Among the things which 
an inspection of the property may dis- 
close may be topographical irregulari- 
ties in the land surface, which may de- 
tract from its usefulness and for which 
a special deduction should be made. 
One cannot make rules for unique con- 
ditions of this nature, and the effect of 
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such conditions in lessening valuation 
must be separately judged, just as 
special conditions which increase valua- 
tion beyond normal must be separately 
and specially judged. The total valua- 
tion of a lot or a parcel of urban land is 
the effect of separate analytical consid- 
eration of each element which con- 
tributes to, or detracts from, valuation. 


DETERMINATION OF Unir-Foor 
PRICES 


In the determination of unit-foot 
prices, it is apparent that the ap- 
praiser may and, of course, must, in 
order to make his valuations accurate, 
consider every factor which affects 
both generally and specifically the use 
value of land. There is no violation of 
any workable legal theory of value or 
valuation. Emphasis is placed on the 
establishment of a truly relative valua- 
tion for all land, based upon a factual 
appraisal of all elements connected 
with land valuation. If there are 
appraisal statutes which are inaccurate 
in concept and impossible of execution, 
they are always honored in the breach 
in the unsystematic appraisal. In a 
systematic appraisal the unworkability 
of dogmatic appraisal theory is exposed. 
If the judgment of unit-foot prices is 
inaccurate, and if the computation 
formulae do not “‘work out”’ accurately 
and uniformly, the specific valuations 
will be imperfect, both in general and in 
special instances. If the unit-price 
judgment is accurate and well-con- 
sidered, and if the computations are 
accurately made, with special judg- 
ment correctly applied for abnormal 
conditions which are recognizable as 
such, then both relative and specific 
valuations will be accurate. and each 
taxpayer will pay his fair share of taxes 
—the only objectors to this state of 
affairs being the comparatively few 
persons who do not want to pay their 


fair share. _ > 
= = 


Tue Repropuction Cost THEoRY 


In the purely legal field of discussion 
of valuation much time and agony of 
spirit has been given to the so-called 
“reproduction cost”’ theory. In the 
practical appraisal field, although all 
valuations of buildings, as well as of 
machinery and equipment, are first 
appraised at reproduction cost new, 
this valuation is seldom found to be the 
fair valuation. ‘The practical appraiser 
of one or many properties first ascer- 
tains what the object to be appraised 
would cost new, as of the appraisal date, 
because that is obviously its maximum 
valuation at that time. If a building 
or a machine is worth less than the new 
cost, the lesser valuation can be deter- 
mined by eliminating that part of re- 
production cost valuation which, by 
reason of depreciating causes, no longer 
contributes to use value. If a building 
or other physical property should be 
first appraised at one hundred thousand 
dollars reproduction cost, the answers 
to the following questions will deter- 
mine the percentage or amount to be 
deducted from reproduction cost in 
order to ascertain the present fair 
valuation: 

(1) What percentage or amount 
should be deducted for mechanical dete- 
rioration, based on present condition? 

(2) What percentage or amount 
should be deducted for obsolescence, as 
observed by an expert appraiser? 

(3) What percentage or amount 
should be deducted for the special lack 
of utility to the owner under existing 
use requirements? 

If these factual questions are accu- 
rately answered, the present fair valua- 
tion for the use of any man-made 
property can be accurately deduced 
from the initial fact of reproduction 
cost new. ‘The great pother over the 
reproduction cost theory could be 
eliminated by the enactment of a rail- 
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road valuation law which would insist 
upon a factual reproduction cost, less 
depreciation accrued in fact. Whether 
or not there is any merit in railroad 
valuation as a basis for service rates, 
there might be advantages along social 
and industrial, as well as economic 
lines, both to the railroads and to the 
public in knowing the actual use value 
of the railroads. 


I believe that the general adoption of 
systematic methods of valuation of real 
estate for all purposes is not only 
practicable, but of paramount im- 
portance. It is possible to establish, 
through systematic appraisal methods, 
a standardized valuation in each munic- 
ipality, and also in rural communities, 
from which standardized valuation it is 
possible to plan intelligently for the 
future growth and development of the 
nation and its various subdivisions. 

It is not so many years ago that, 
with the uptown rush of retail business 
in New York City, there were many 
blighted areas in the Fourteenth to 
Twenty-third Street district where the 
banks had loaned on mortgages to an 
amount far in excess of what many of 
the properties would realize if offered 
forsale. Zoning laws, which started in 
New York City to protect land values 
in the uptown business district, and 
which have spread throughout Ameri- 
can cities, do not solve the whole prob- 
lem. They operate, as a protective 
tariff is alleged to act, in stimulating 
prices of protected commodities, but 
some day it may be necessary to make 
teal estate a public utility, and this 
should not come before the universal 
acceptance of the idea that systematic 
appraisal methods are practicable and 
necessary. 

Real estate in many communities has 
been “dead” for a number of years. — 


IMPORTANCE OF SYSTEMATIC 
APPRAISAL METHODS 
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The reason does not always lie in the 
lack of demand for real estate, but 
rather in the fact that during the hous- 
ing shortage following the World War 
old houses were sold at high prices— 
higher than their use value—and these 
high prices now being beyond use value 
the present owners cannot get their 
money back to purchase newer and 
more desirable homes. 

In the city of Philadelphia, the news- 
papers have published each month for 
the past year about one thousand fore- 
closure sale advertisements, mostly of 
homes which the purchasers cannot 
carry because they were purchased at 
higher than present use valuations. 
Real estate interests in most cities 
overstock their markets, but somebody 
pays in the end, and the sooner some- 
thing is done by requiring analytical 
valuations for loan, as well as assess- 
ment purposes, the better for us all. 
The first remedial step should be along 
this line. 


ATTEMPTS AT STATUTORY 
ENACTMENTS 


Several bills have been introduced 
in state legislatures, notably in Massa- 
chusetts and in Pennsylvania, for the 
purpose of establishing analytical meth- 
ods of valuation of real estate for taxa- 
tion. ‘These bills were not passed, but 
they created an active interest on the 
part of legislators, and the idea was 
freely expressed that such legislation 
was inevitable in the future. It is not 
now illegal for any assessor to analyze 
his valuations, but few assessors possess 
the technical ability to do so. In sev- 
eral states the state tax commissioners 
have urged the necessity of the em- 
ployment of specialists to assist in 
systematic valuation. But, there will 
be no permanent advantage from the 
adoption of systematic assessment 
methods unless the idealistic statutory 
value definitions are supplanted or 
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supplemented by laws defining the 
specific acts of analysis, all of which are 
essential to a sound valuation of every 
property, specifically and relatively.’ 

Each assessor should be required to 
amplify the statutory maxim of “fair 
market value,” or whatever phrase 
may be formulated by law for his 
guidance, by doing the following: 

(1) Prepare unit-valuation maps, 
showing the block outlines of each city, 
as well as lot and block maps showing 
the dimensions of all sites. 

(2) Record upon the unit valuation 
maps his judgment of the value of each 
single street, in terms of a price per 
unit-foot of land area. There should 
be provision for the publication of 
tentative street valuations and public 
discussion before final adoption. 

(3) Prescribe or adopt uniform meth- 
ods for the conversion of the unit-foot 
valuations, which are for a uniform 
depth, into front-foot valuations for 
lots which are so located that they are 
deemed to have usefulness derived 
from but a single street accessibility. 

(4) Prescribe or adopt uniform meth- 
ods for computing the value of lots 
affected by two or more factors of street 
accessibility or usefulness (at or near 
corners), with reference to the unit-foot 
valuations determined by the assessor, 
as well as with reference to the size and 
shape of the lots, and their relation to 
the street or streets. 

(5) Prescribe or adopt uniform meth- 
ods, so far as may be possible, for ap- 
praising and computing the effect upon 
valuation of secondary value factors, 
such as alleys, railways, waterways, 
and so forth. 

(6) Apply special judgment to each 
lot to show the value effect of abnormal 
influences; by deducting from the com- 


2Elaboration of this thought is contained in 
W. W. Pollock and K. W. H. Scholz, The 
Science and Practice of Urban Land Valuation, 
ch. 27. 


puted valuation the assessor’s opinion 
of the loss of usefulness due to topo- 
graphical irregularities, lack of utility, 
or other influences which may be 
deemed to lessen the actual usefulness; 
and adding for special influences the 
amount which the assessor may judge 
such influences to enhance the value 
of each lot, in addition to the normal 
valuation as computed. 

(7) Record upon a card for each lot 
the lot and block number, the owner, 
the dimensions, the unit-foot valua- 
tions, the computations, and the special 
additions or deductions, if any, giving 
the reasons for such special additions or 
deductions. 

(8) Record upon cards the measure- 
ments, the architectural characteristics, 
the factors of valuation of reproduction 
cost new, and the factors of deprecia- 
tion of all buildings or structures. 


Tax CoMMISSION’S 
RULING 


So far as is known to the writer, the 
first official acceptance of the principles 
laid down in the foregoing paragraphs 
was the action taken by the Illinois 
‘ax Commission, in 1928, in directing 
the assessors and the reviewers of Cook 
County (Chicago), under the provisions 
of rules fourteen and fifteen, to follow 
certain systematic methods of ap- 
praising and reviewing assessments.’ 
These administrative rules have stood 
the test of court appeal, and this is, in 
my opinion, the most notable official 
effort that has so far been made to es- 
tablish equity in assessments by com- 
pelling the use of uniform, systematic 
rules as a guide in valuation. These 
rules should be studied carefully by 
every student of land economics. 

Other cities have voluntarily 
tematized their assessments, but their 

® Text of the ruling was obtained from Hon- 


orable William H. Malone, Chairman, Illinois 
State Tax Commission, Chicago, III. 
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administrative officials have not always 
considered such action as based on 
principles which might be enacted into 
law and continuously enforced, both in 
determining valuations and in review- 
ing them. ‘The Illinois Commission’s 
rule fourteen inadvertently used the 
phrase “unit of value” in place of 
“unit of quantity,” and the unit-foot is 
described as “‘a strip of land” in the 
middle of a block, although the actual 
unit-foot is something more. It is a 
uniform quantity of land which, when 
appraised, represents a definite thing— 
the reflected valuation of the accessi- 
bility due to frontage on a street or 
highway—and the land so appraised by 
use of the unit-foot may include all 
frontages on a block, including those 
with other enhancements. 

Rule fourteen having been proved to 
be injunction-proof, under the author- 
ity possessed by the Illinois ‘Tax Com- 
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mission, and enforcement of the rule 
having compelled unwilling assessors 
in Chicago to follow systematic rules 
of valuation, rule fifteen had the effect 
of compelling these systematic rules to 
be continued. This latter rule required 
that in appeals from assessments ap- 
pellants must consider the factors upon 
which assessments were based, and 
must suggest changes in those factors— 
unit prices for land or buildings, compu- 
tation formulae, depreciation factors 
for buildings, and so forth—and that if 
the reviewing body changes assess- 
ments, the changes must be in the de- 
tailed factors, with reasons for changes. 
Rule fifteen is as important as rule 
fourteen because, when systematic 
methods have once been followed un- 
der the latter, the former permanently 
establishes the resulting systematic as- 
sessment in principle, even though the 
valuation may in fact be changed. : 


on 
y, 
be 
3S; 
he 
ge 
ue 
al 
ot | 
ar, 
ial 
ng 
or 4 
on 
on 
he 
les 
hs A 
ois ' 
ng 
ns 
OW 
ip- 
3.3 
od 
in i 
es- 4 
tie 4? 
ese ] 
ys- 
eir 
on- 
+ 


The Interdependence of Land Public Utilities 
By Paut J. Raver 


Research Associate, Institute for Research in: Land Economics and Public Utilities; 
Assistant Professor of Public Utilities, School of Commerce, Northwestern University, 
Evanston, Illinois 


HE character of the future city 

will depend upon its public utili- 
ties. The economic basis of urban 
development is the grouping of labor 
for purposes of collective work. De- 
centralization simply means the break- 
ing up of a large group into a number 
of smaller groups. Next to a_per- 
manent supply of pure water, trans- 
portation is the most important single 
element affecting city character and 
population grouping. 

With the development of more and 
taller skyscrapers forming canyons of 
commerce, even light and air are de- 
parting from the category of free goods 
and the public dependence upon such 
services as vertical transportation, 
artificial light, gas heat, telephone 
communication, and, more recently, 
washed air, and the typing telegraph, 
has grown from a matter of conven- 
ience to one of absolute necessity. This 
high degree of public dependence, to- 
gether with certain natural monopolistic 
characteristics, has distinguished the 
utilities from other types of business en- 
terprise, especially as to the degree of 
interdependence with reference to land, 
and has resulted in the substitution of 
public control by commission, home 
rule, or public ownership for the earlier 
laissez faire policy of government. 

In the modern metropolitan com- 
munity the consumer does not obtain 
water from his own well, nor generate 
electricity for his own light, and with 
the development of gas for house heat- 

1 The writer is indebted to his associate, Mr. 


Myron H. Umbreit, for helpful suggestions and 
co¥peration in the preparation of this article. 


ing we may look forward to the time 
when even heat will come from a 
common source of supply. As a re- 
sult of this integration of supply which 
has proceeded as the remarkable 
technological developments in the in- 
dustry have taken place, the con- 
sumers of these public services are 
now, for all practical purposes, entirely 
dependent upon them. The conclu- 
sion that land values also are dependent 
upon them need only be modified to 
the extent of recognizing that the de- 
gree of such dependence varies with 
different conditions. i 


NATURAL RESOURCES 


In examining the degree of inter- 
dependence of land and public utilities, 
we first recognize in a general way that 
land in its broad usage includes all 
natural resources. Land includes “the 
material and forces which nature gives 
freely for man’s aid in land and water, 
in air, light, and heat.” 2 

Public utilities play a large part in 
determining the way in which these re- 
sources are proportioned among users. 
‘They are agents for the transformation 
of resources into goods and services. 
The degree of efficiency in this trans- 
formation of fuel, water, and minerals 
into heat, light, power, and other com- 
modities, is of first importance in the 
problem of conservation of natural 
resources, and, further, the efficiency 
of distribution of these services and 
products to the ultimate consumer is 
a prime factor in their cost. 


2 Alfred Marshall, Principles of Economics (5th 


ed., 1927), bk. IV., ch. 1, p. 138. 
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Rapid as has been the growth of the 
United States, its slow growth from 
the time of its discovery to the begin- 
ning of the nineteenth century was 
caused primarily by the lack of ade- 
quate means of transportation, com- 
munication, and power, for the de- 
velopment and utilization of its natural 
resources. In so far as public utilities 
make possible the production and 
distribution of products and services, 
they make income available to land, 
and hence give value to land.® 

The legal concept of land includes 
everything attached to the earth, 
“whether by the course of nature, as 
trees, herbage, and water, or by the 
hand of man, as houses, and other 
buildings.” 4 In commenting upon 
this statement, Richard T. Ely points 
out: 


The term real estate is used in eco- 
nomics not simply because the lawyers use 
it, but because for so many purposes the 
land and improvements form a natural 
economic and income-producing unit. .. . 
The returns on the land and on the build- 
ing are added together to determine the 
profitableness of the investment... . 
The land itself stands out more promi- 
nently in the case of the farm than in the 
case of city real estate.® 


In examining the interdependence 
of land and public utilities, we should 
treat agricultural land separately from 
urban land, since public utilities affect 
the income from the products of land 
itself in the case of agriculture,’ but 
more directly affect the income from 
the improvement of land in the case 
of urban development. 


*Tt must be recognized that in these respects 
public utilities are different from other industrial 
enterprises in degree only. 

4 Kent, Commentaries, III, p. 401. 

5Ely and Morehouse, Elements of Land 
Economics, p. 13. 

®The possible effects of widening the scope 
of rural electrification should not be overlooked. 
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a 
AGRICULTURAL LAND © 
Transportation has done more, per- 


haps, in bringing agricultural land into 
use than any other single factor. Near- 
ness to market is measured not only 
in miles, but in minutes and money. 
In the case of perishable products, 
minutes are more important than 
miles; but for all products, costs of 
transportation limit the area of the 
market. 

Advance of the means of transpor- 
tation has brought with it increasing 
national wealth, as well as problems of 
social control affecting land utilization 
and land values. The United States 
of 1910 found its center of population 
five hundred miles farther west than 
it had been one hundred and twenty 
years before. Land values have been 
shifted—being increased in some cases 
and lowered in others. Recently there 
have been indications of a movement 
of population and of industry toward 
the south—a movement which is going 
hand in hand with the development of 
water power and other natural re- 
sources in the southern states. Irriga- 
tion projects, which in some cases are 
indirectly related to electric power de- 
velopment, have brought some land 
into use. Public utility developments 
have been instrumental in bringing 
much agricultural land into use or have 
added capital to land already in use, and 
thus, perhaps, to some extent, have 
contributed to the present overstock of 
agricultural land. 


UrsBan LAND 


Urbanization has been an out- 
growth of the division of labor. In 
the past fifty years developments in 
the fields of science have brought 
about machine technique and with it 
its corollary, mass production. These 
factors, together with the increasing 
necessity for a place of exchange or a 
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market for the products of division of 
labor, have brought about concen- 
tration of production and labor in 
urban areas. 

Although the utilities have con- 
tributed to the undesirable congestion 
in our metropolitan cities, techno- 
logical developments are now con- 
tributing to a decentralization. As 
long as transportation costs were 
relatively high, it was necessary for 
productive enterprises to be located 
near sources of raw materials. Cities 
located near natural resources, or 
where cheap transportation was avail- 
able by lakes or navigable streams, 
were in advantageous positions, and 
developed rapidly. However, with in- 
creased speed, lower costs in trans- 
portation, and improved methods of 
power, gas, and water transmission, 
cities once strategically located now 
find their advantages shared by other 
cities having these factors available. 
These factors influence decentraliza- 
tion, and hence land values, and are 
offsetting to some extent the centraliz- 
ing influence of machine technique, 
mass production, and the division of 
labor. 


SIGNIFICANCE OF PUBLIC 

UtILities 

There has been a shift in the relative 
significance of public utility services. 
As already pointed out, transportation 
has seemed the all-important agency 
for providing access to markets. The 
location of industrial plants, once 
predicated upon transportation facili- 
ties and labor supply, is now also in- 
fluenced by rates for either electric 
power or industrial gas. ‘Transporta- 
tion has become of increasing im- 
portance through improved service 
and faster delivery of raw materials 
and finished products. This increased 
speed has made possible a reduction in 
inventories and has released large 


CHANGING 


amounts of capital for further in. 
dustrial development. 

Within the urban areas, the character 
of transportation is undergoing a 
change. Superhighways, belt _ lines, 
and double-decked streets are being 
developed to facilitate the easy circu- 
lation of traffic within the urban area. 
Mass transportation by elevated and 
subway train is still essential, but the 
importance of these facilities is being 
modified by the growing use of the 
automobile for individual transpor- 
tation and by the realization that 
additional subways and elevated tracks 
when centralized may increase rather 
than relieve congestion. 

In this connection, the changing 
character of the demand for telephone 
service is interesting. The tendency 
for industry to divide on a functional 
basis is increasing. Manufacturing 
functions give way before rising land 
values and increasing congestion, and 
move toward outlying sections of a 
city. The managerial, credit, and 
merchandising functions, however, tend 
to remain close to the pulse of the 
market. Without the almost instant 
communication between the various 
branches and departments of the busi- 
ness which is made possible by the 
telephone and the telegraph, _ this 
functional division of industry would be 
less significant. The quick transpor- 
tation of ideas is not only making 
possible the decentralization of indus- 
try,’ but it is also lowering production 
and distribution costs by reducing in- 


7 The branch stores of Marshall Field & Co., 
of Chicago, located in Oak Park and Evanston, 
Ill., offer an interesting example of the decen- 
tralization trend in the merchandising field. 
Employees of the Loop store, living in these 
suburbs, have been given first choice in the 
filling of jobs created by the new stores. These 
branch stores will probably also affect the sig- 
nificance of the telephone which has been used 
quite extensively by suburban customers of the 
Loop stores. 
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ventories and releasing capital for other 
purposes. Land values, then, are be- 
coming more dependent upon the 
character of communication services. 

Not only in industry do we find this 
shift in the significance of various 
public utility services. It is also 
apparent in the development of our 
residential communities. New stand- 
ards of home life have developed, 
involving the use of gas, electricity, 
and the telephone. These standards 
have become embedded in our lives; 
our homes are built to conform to them. 
The various devices and appliances for 
providing light, heat, and cold are now 
more essential in many instances, and 
hence are of greater importance in 
maintaining land values than are the 
organized agencies of mass transporta- 
tion. The automobile has changed the 
scope and the content of our whole 
concept of the necessity and the place 
of mass transportation in urban de- 
velopment. 


Pusuic AND HoME 
OwNERSHIP 


One of the principal arguments 
against the single family dwelling and 
home ownership is the labor involved 
in caring for a home. “Keeping the 
home fires burning” is an idea which 
is experiencing a declining popular ap- 
peal. The problem of increasing the 
demand for homes is one for: the 
coéperative research of builders and of 
public service companies. Analysis of 
the possibilities of developing new or 
improved labor-saving devices has 
social significance. 

One problem facing the utilities to- 
day is to develop diversified uses for 
their services. In a business of high 
fixed investments, this spreading use 
brings higher load factors, and hence 
lower unit costs, with general public 
benefit. In this effort, the electric 
utilities have been in a better position 


to extend their services than have the 
gas utilities. They have developed a 
greater diversity of appliances through 
which their product may be sold.® 
Both gas and electric utilities have 
found themselves in competition with 
other large and well-integrated groups 
which are fighting for a share of the 
consumer’s dollar. 

In the past, the utilities have given 
their attention to technological devel- 
opments and to mass production, but 
are now seeing the necessity of giving 
more attention to merchandising and 
pricing policies, in order to meet this 
competition. A reduction in the cost 
of home ownership would help the 
utilities to meet this competition. 
The cost of home ownership is now so 
high that often little surplus is left 
with which to pay for those services. 
Both utilities and home builders are 
confronted with competition from au- 
tomobiles, radios, and other services. 
Those who are interested in home own- 
ership and in city planning have much 
in common with the _ utilities—the 
former, in lowering costs of home own- 
ership; and the latter, in developing 
appliances and rate structures which 
will promote the use of utility services 
at “‘off-peak”’ periods. 


CHANGING HABITS OF PEOPLE 


Some recent developments in ur- 
banization have peculiarly affected 
the public utility business. In urban 
transportation, for example, applica- 
tions for fare increases prior to 1921 
were attributed to increased costs of 


Wisconsin “every public utility .. . 
shall keep separate accounts to show all profits 
or losses resulting from the sale of appliances 
or other merchandise. No such profit or loss 
shall be taken into consideration by the railroad 
commission in arriving at any rate to be charged 
for service by any such public utility.” Laws, — 
1929, ch. 384. This law may limit sales pro- 


motion efforts in which appliances are sold at 
less than cost. 
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labor and materials, but since that date 
they have been based largely on the 
decrease in the riding habit. The 
automobile has brought about a de- 
crease in the number of persons who 
ride on street cars. The radio has 
probably contributed to this decrease 
in so far as it has influenced people to 
remain at home for their entertain- 
ment. ‘These factors are reducing the 
“‘off-peak”’ business, and the trans- 
portation cost per unit is rising as the 
load factor declines. 

The changing habits of people have 
also affected the character of the de- 
mand for gas and electricity. Weseem 
to be approaching a stage in our fam- 
ily life where we cannot afford to eat 
at home because of space limitations 
and servant costs. The tendency in 
the direction of multi-family dwellings 
is resulting in many cases in the elimi- 
nation of the dining-room and the 
kitchen as space value increases. ‘The 


material effect upon the consumption 
of gas for cooking purposes. ‘The 
tendency to “eat out,” together with 
the use of precooked foods, is endan- 
gering the domestic gas load. ‘The 
importance of this load is illustrated in 
the following table showing the analy- 
sis of gas sales in Chicago for the year 


type of dwelling, therefore, has 7 


TABLE tassrrication or Domestic Gas Customers 
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1928, and the estimated sales for 1935 
and 1940, by classes of consumers. 


TABLE I—Ana ysis or Totau Percentagg 
or Gas SALes Curcaco, 1928,9 anp 
Estm™ates ror 1935 AND 1940 


Class of 19238 | 1935 | 1949 
Consumer 

Domestic. .........| 63.21 56.26 | 50.97 
House heating ..... 4.00 10.50 | 14.75 
Industrial......... 15.25 17.13 | 19.90 

Hotel and restaurant} 11.40 
Commercial....... ee 15.87 | 14.88 
Street lighting ..... . 20 
Total.........../100.00 |100.00 {100.00 


It is generally recognized that the 
average monthly consumption of gas 
per customer decreases as the size of the 
multi-family dwelling increases. This 
is shown by the following survey." 


| Per Cent of 


Type of | Average Monthly 
Dwelling Consumption 


Per Customer 


Single family............. 100 


68 
Three-family............. 62 
Four, five, and six-family . . 55° 


Over six families......... 


Type of Number of Number of Per Cent of 
Dwelling Buildings Customers Total Customers 
115,000 220,307 29.9 
40,000 117,937 15.9 
Four, five and six-apartment..... 23,200 110,168 14.9 
More than six apartments.............. 8,000 88,215 11.9 
Apartments over stores................. 63,000 63,000 8.5 
389,200 739,627 100.00 


9 From a lecture by T. V. Purcell, Vice-President of the People’s Gas Light & Coke Co., delivered 
before the Public Utility Rate Structure Class, Northwestern University, Nov. 19, 1929. 
10H. H. Agee, “Effect of Economic Conditions and Social Trends on Rates,” Gas Age Record, 


May 11, 1929, p. 643. 
uT. V. Purcell, op. cit. 
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The significance of these figures is 
realized: when they are applied to the 
following situation in Chicago. 

With only 18.9 per cent of the domes- 
tic gas customers of Chicago in the 
highest average monthly consumption 
class, it will be seen that the reduction 
in the possible domestic load because of 
the increased use of multi-family dwell- 
ings has probably been important. 

That this movement toward the 
multi-family type of dwelling is quite 
general is shown by the following statis- 
tics, published by the Monthly Labor 
Review. In 1921, the number of 
families provided for by new construc- 
tion of single family dwellings repre- 
sented 58.3 per cent of the total, but in 
1928 it represented only 35.2 per cent. 
The two-family dwellings show a similar 
decline from 17.3 per cent of the total 
in 1921 to 11.1 per cent in 1928. The 
multi-family dwellings, however, ac- 
counted for only 24.4 per cent of the 
provision made for families by new con- 
struction in 1921, whereas in 1928 this 
type accounted for 53.7 per cent of 
such construction. 


Pricinc Pouicres oF THE UTILITIES 


This growing loss in domestic sales 
due to the trend toward multi-family 
dwellings is only one-half of the story. 
The customers using gas in the multi- 
family dwellings are in many cases not 
paying for the costs of service. They 
are, in the main, convenience users of 
gas—yet they enjoy the same rate paid 
by the home owner, who uses, on the 
average, from two to three times as 
much gas. The average gas consump- 
tion for a one-room, kitchenette apart- 
ment is about four hundred cubic feet 
per month, and for a three-room apart- 
ment it is from seven to eight hundred 
cubic feet per month. With a flat rate, 
the gas company must sell about three 
thousand cubic feet per month before 

® May, 1929, p. 144. 
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trical World, Dec. 7, 1929, p. 1143. 


a customer is considered profitable. 
This situation reacts unfavorably on 
the use of gas in single family dwellings, 
since the rate to these users is higher as 
a result of the losses in sales to con- 
venience 

This situation not only reacts un- 
favorably on home ownership, but it 
may lead to submetering. The com- 
pany may seek relief from the customer 
costs of serving these small users of gas 
by installing a master meter in the 
building and by billing the total con- 
sumption of gas to the owner or the 
renting agent. Where the community 
is overbuilt with apartments, the 
owner may “throw in” the gas and the 
electricity used for cooking and lighting 
purposes as a special inducement in 
order to rent his apartments. How- 
ever, when an apartment shortage oc- 
curs the owner may capitalize upon his 
contract with the gas or the electric 
company by charging his tenants for 
gas and electricity on a basis in excess 
of the utility company’s standard rates. 

The result of this policy on building 
values is well illustrated by the sub- 
metering of electricity in New York. 
If in Manhattan alone submetering 
were abolished, it is maintained that © 
about seventy-five hundred buildings 
would be affected.* The annual loss 
in income to the owner in some cases — 
has been estimated to be as high as 
thirty thousand dollars per building. 
Where such income has been capital-— 


ized in determining the value of a build- a 


| 


ing for bond issues, the abolition of 


13In the electrical industry the problem of 
convenience users was recognized as early as 
1896, as indicated in the following quotation 
from an article by Arthur Wright: “The rapid 
fall in the cost of supplying electricity, as the 
average time of use increases, makes the small 
householder a much more profitable class to 
supply than the residences where the wealthy 
dwell, owing to the frequent absence from home 
of this class.” 

4**The Other Side of Submetering,” Elec- 
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submetering may result in an indirect 
method of selling the property to the 
bondholders. Thus, pricing policies 
of the utilities may create or destroy 
property values. 

It has been said that the flat rate for 
street railway services has been re- 
sponsible for building up suburban 
territory, and hence that the installa- 
tion of zone fare systems will have an 
adverse effect upon land values in out- 
lying districts. The justification for 
the flat rate as a means of aiding decen- 
tralization in early urban development 
may lose weight once that develop- 
ment has taken place. In fact, once 
the outlying communities are devel- 
oped, the zone fare system may en- 
courage the location of industry and 
the development of business within 
each zone, and thus aid decentraliza- 
tion. 

In connection with the problem of 
pricing transportation service and its 
effect upon land, we might well con- 
sider that a certain portion of the cost 
of transportation service could equita- 
bly be spread over the entire commu- 
nity on the basis of a public benefit. 
There is no fixed charge for transporta- 
tion service for those who do not use 
the service regularly and who there- 
fore contribute little or nothing to its 
revenues, but whose property values 
depend to some extent upon that serv- 
ice. The daily car rider is paying this 
readiness-to-serve charge, and so long 
as he has included in his rate of fare a 
charge for taxes he is also paying in- 
directly a part of the taxes on the 
property of those who do not use the 
service, but whose property values de- 
pend upon transportation. For ex- 
ample, in 1927 the Chicago surface 
lines paid to the city of Chicago for 
general taxes, paving, street cleaning, 
free rides, and the city’s share of net 
earnings over eight million dollars, or 


about one cent per revenue passenger 


Utility Economics, Aug., 1928. 


carried.'© These charges have proven 
a most satisfactory method of collect. 
ing taxes indirectly. However, the 
sensitiveness of capital to work in 
fields where the return is low or the 
risks high is impairing proper transpor. 
tation development in many instances, 

Relief from the paving burden, a 
relic of horse-car days, is one cry be. 
ing heard from utility managements, 
Recognition ef the justice of this ap- 
peal only tends to emphasize the inter- 
dependence of problems of land and 
public utilities, since such relief, under 
present methods of taxation, will very 
largely transfer such costs of paving 
directly to abutting property owners, 
The pricing problem of transportation 
service is inseparably bound up with 
a consideration of the proper distribu- 
tion of costs between the taxpayers as 
a whole, the owners of real estate, the 
car riders, and the owners and users of 
automobiles. 


Expansion oF UTILitIEs 

To keep pace with America’s growing 
cities requires large and ever larger 
amounts of public utility capital. Since 
utility investments, once made, ar 
highly specialized and definitely com- 
mitted to one type of enterprise, the 
site for the commitment must be stra- 
tegically located, with careful considera- 
tion of present and future load centers 
and the direction and the intensity of 
city growth. Failure to make an eco- 
nomic choice in these commitments, 
such as extensions of street car tracks, 
gas mains, water mains, telephone 
cables, or electric lines, into subdivi- 
sions or other territory where urban 
development does not follow, results in 
higher costs for those services in other 
parts of the city, with a possible slow- 


D. Jennings, “Some Economic Aspects 
of the 1927 Tax Burden on Chicago’s Street 
Car Patrons,” Journal of Land and Pubhe 
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THE INTERDEPENDENCE OF LAND AND Pustiic UTILITIES 


ing up in urban development in other 
sections of the city where it is needed. 

Provision for the expansion of public 
utility plants must be made ahead of 
the growth of cities; otherwise, that 
growth will be retarded. We realize 
the need of forecasting the future 
growth of our cities and of planning ac- 
cordingly. The utilities should be, 
and usually are, just about one step 
ahead of such plans, with plans of their 
own for plant expansion in anticipation 
of that growth. However, the street 
railway is one exception tothis. Largely 
because of increased costs and wide- 
spread use of the automobile, street 
railway expansion now awaits urban 
development instead of preceding it. 

Another element affecting the degree 
of interdependence of land and public 
utilities is the risk involved in capital 
investments. In the case of utilities, 
we need only mention the present un- 
certainty in the method of determining 
the rate base or the valuation of the 
property and the plant; the ability of 
the utility to control the market for its 
services, secure its proper portion of 
the consumer’s dollar, and meet com- 
petition from alternative services; the 
uncertainty of the character of the in- 
vestment market and the policy of 
capitalization of the enterprise which 
may result therefrom; the degree of 
government regulation, investigation, 
or interference; the operating methods 
of the management, particularly with 
respect to the handling of depreciation 
and of obsolescence reserves. All these 
factors affect the amount of the return 
which the investors require before they 
will give up their capital to the enter- 
prise. 

Where urbanization and population 
growth proceed faster than antici- 
pated, the cost of utility services may 
rise instead of decline, as a result of in- 
adequacy or obsolescence of property 
otherwise physically valuable. Prog- 
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ress requires the scrapping of a plant 
prior to the expiration of its usual life. 
In this economic loss, land is not im- 
mune from the effects of either a proper 
or an improper balancing of present 
losses against future gains. 


SoctaAL Factors 


As congestion of our cities increases, 
provision for its relief takes the form of 
street widenings, grade separations, or 
other improvements requiring the re- 
moval or relocation of street car tracks, 
gas mains, and other “underground 
utilities.”"* Wires may be put under- 
ground to improve the appearance of 
the streets. These factors all affect 
the amount of return received by the 
investor, as well as the amount required 
by him in compensation for the risk to 
his capital which they impose, and 
hence they have their effect upon the 
cost of bringing land into its highest 
use. These social factors may be- 
come of great importance if city plan- 
ning progresses to a point where signifi- 
cant changes lead to decentralization. 

One of the big problems to be solved 
in the construction of subways in 
Chicago is that of proper apportion- 
ment of the cost burden of relocating 
underground utilities as between tax- 
payers, property owners, car riders, and 
utilities. Capital is sensitive to the 
risks involved in the distribution of 
these costs as between land and public 
utilities. 

Another factor of considerable sig- 
nificance in large cities is the smoke 


16 The recent straightening of the Chicago 
River is a case in point involving costly changes 
of railroad tracks and other utility property. 
The relocation of the switching yards of the 
Chicago and Northwestern Railway from the 
central western section of the city to a point 
several miles west of the city limits is another 
example. The result of this latter movement 
not only has had its effect upon land utilization, 
but has created a problem in developing new 
home sites for employees near their work. 
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nuisance. The solution of this prob- 
lem may be brought about by the 
elimination of coal-burning appliances 
and the substitution of gas or elec- 
tricity for heating purposes. The price 
of domestic fuel is tending, to some ex- 
tent, to bring about this change. As 
the alternative costs of heating with 
coal or oil increase, the field for domes- 
tic gas and electric heating spreads. 
Furthermore, congestion increases the 
problem of distribution of raw materi- 
als. Distribution of heat by the wagon 
load may serve the economic require- 
ments for the small city, but in metro- 
politan areas the elements of conges- 
tion and distance may well bring the 
alternative costs of piped heat within 
the realm of economic justification. 

As these public utility services con- 
tinue to spread, the home owner, the 
apartment house owner and dweller, 
the butcher, the baker, and the candle- 
stick maker, all find themselves tied 
closer and closer by dependence or in- 
vestment to a business about which 
they know little or nothing, but upon 
which their present economic status, 
standard of living, and well-being en- 
tirely depend. 

In no other business do we find a 
product delivered in small parcels di- 
rect from the manufacturing plant to 
the consumer’s premises without the 
intervening services of various middle- 
men, with their multiplicity of delivery 
systems. Could we but solve the 
technological '7 problems of distribu- 


17—n speaking of technological developments 
we should refer to the men whose efforts in re- 
search, particularly in the field of mathematical 
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tion of the other necessities of life as 
we have solved the distribution of light, 
heat, and cold, the losses arising out of 
the economic friction of our existing 
methods of distribution would be 
largely eliminated and the prices of 
commodities would be materially low- 
ered. 

If the result of improving the eco- 
nomics of distribution is to bring land 
into higher and higher uses, then cer- 
tainly the development of transporta- 
tion and communication, and improved 
methods of transmitting heat, light, 
and cold from central manufacturing 
plants, have had a marked effect upon 
land utilization. Changes in social 
and economic conditions are bringing 
problems in land and public utility 
economics into sharp relief. This com- 
mon social ground forms the meeting 
place for those engaged in the study 
of land and public utility economies 
and justifies cobperative research in the 
problems of each. 


physics, have made these technological develop- 
ments possible. In this connection it is note- 
worthy that the research laboratories of the 
General Electric Company, the Westinghouse 
Electric and Manufacturing Company, the 
American Telephone and Telegraph Company, 
to mention but three of the largest, have been 
responsible for developments in power trans- 
mission, train control, long distance telephony 
and television, submarine cables, and other in- 
ventions of great practical importance in past 
and future developments of public utility serv- 
ices. When we speak of the interdependence 
of land and public utilities, we really are speak- 
ing of the dependence of land utilization upon 
those men who by constant research and ex- 
perimentation have given us the instruments of 
public service which we call the public utilities. 


— 
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A National Land Policy to Conserve Land Values 


By Bensamin H. Hisparp 
Professor of Agricultural Economics, University of Wisconsin, Madison, Wisconsin 


- should not be understood that the 
title of this article suggests the 
desirability of conserving land values at 
any particular level. Land, like any 
other good, may be too high or too low 
in its relation to other values, and in 
the interest of all concerned a return to 
a desirable balance should be encour- 
aged. Until within the past few years, 
most of the farm land of the country, 
from the time it became private 
property, had continued to rise in 
selling value. From this fact, so long 
continued and so widespread, it was 
generally believed that for some un- 
explained reason the value of land was 
destined indefinitely torisein price. To 
what extent this belief was based on 
Ricardo’s, or the Single Tax, doctrine, 
one cannot say, but the belief was so 
firmly established that it, no doubt, 
had a sustaining influence in the main- 
tenance of a steady, even though not 
uniform, upward trend in land values 
throughout substantially the whole 
country west of the Alleghenies. 

The experience of the past decade has 
served to disillusion the owners of 
real estate respecting the immunity of 
land prices from downward influences. 
The question now under discussion is 
whether or not the Government can do 
anything to prevent recurrences of 
such disasters as the recent one at- 
tendant upon the decline in land 
prices since 1920. The desirability of 
stabilization of land values at some 
level is beyond argument. 


ResponsiBinity FoR LAND VALUES 
The question of responsibility for 


land values in the past brings to mind 
two widely differing situations respect- 
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ing the ups and downs of selling prices 
during the past few decades. Without 
doubt, the greatest inducement to 
the people who settled in the West 
during the quarter century following 
the Civil War was the lure of land, 
which, as they viewed it, was destined 
to go up in price greatly and promptly. 
It was not strange that the settlers were 
ill-informed as to the prospects of land 
values. They knew in general terms 
that the public domain was a vast 
stretch of territory, and that in settling 
and cultivating it a great addition to 
the supply of foodstuff available for 
national and world markets was sure to 
result. They did not, however, ap- 
preciate at all keenly the results which 
were inevitable in the way of lowered 
prices of farm products. It was not 
strange that the individual settlers 
failed to comprehend the situation in 
the large. It was strange that those 
responsible for the actions of the Gov- 
ernment should have shown so little 
interest in, or comprehension of, the 
situation which developed in the pro- 
duce markets of the whole Western 
World, due to wholesale methods of 
bringing the Mississippi Valley under 
cultivation. The fact is that this 
aspect of subduing the wilderness re- 
ceived scant attention. The attention 
of the Government was so centered on 
peopling the domain to the westward 
that there was little room for appre- 
hension respecting the secondary re- 
sults of such settlement. 


NEED FoR GOVERNMENT Pouicy 


There is less difficulty in under- 
standing the limited and erroneous 
views of the men responsible for the 
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management of the public domain 
one-half to three-quarters of a century 
ago than in excusing the more recent 
actions of the Government in its ef- 
forts to manage, or to dispose of, the 
remnants of the West, over which it 
has had jurisdiction. In order to 
conserve the values of agricultural 
land, either at present levels or at more 
stable and reasonable levels, should 
such obtain, the Government should 
adopt a conscious policy covering 
many points, among which some half 
dozen are suggested below. 

The Government should cease to 
offer for sale land of doubtful value and 
quality. While the western frontier 
was confined mainly to the lands of the 
Ohio and the Mississippi valleys, and 
before it had crossed the hundredth 
meridian or made much headway into 
the cut-over sections of the Lake or the 
Gulf states, the matter of quality of 
land could be left with fair safety to 
the judgment of the settler. Within 
this great area there were compara- 
tively few unknown factors of primary 
significance relating immediately to the 
welfare of the settler. He knew what to 
expect of the soil and the climate and, 
moreover, what was likely to happen in 
the way of community development. 

The Government cannot be given 
much credit for the manner in which 
land was made available for settlement 
during the period of rapid expansion. 
As the pioneers crossed the hundredth 
meridian, they met the Government 
agents who made available to them the 
arid lands under the same acts and 
terms which had been the basis of 
procedure to the east of the Missouri 
River. Worst of all, in spite of many 
modifications during the past half 
century, we are still promoting unde- 
sirable settlement of land. We have 


failed to make the necessary study of 
land whereby it can be divided into 
categories suited to its powers. 


Graz- 
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ing lands are being homesteaded in 
tiny fragments. Irrigation is being 
attempted on the basis of too much 
money and too little water. Weneeda 
masterful survey and classification of 
what remains of the public domain— 
still a real aefeage, not far from a 
tenth of the original amount—whereby 
it may be possible to offer land for 
specified uses, in tracts of suitable size, 
and on terms which the interested 
parties can meet. 

The Government should regain pos- 
session of much marginal land. Under 
a laissez faire program, the Govern- 
ment, during the past, disposed of a 
vast acreage of land which has more 
recently become a source of prolonged, 
not to say endless, trouble. Probably 
the largest quantity of such land is 
found in the cut-over areas of what 
once was forest land. This land was 
disposed of under the Preémption Act, 
the Homestead Act, the Timber and 
Stone Act, not to mention other means 
of separating the Government from the 
ownership of its original forest lands. 
These tracts, over a quarter of a 
billion acres in extent, are being re- 
clothed by nature with more or less 
desirable trees. Great acreages have 
been cleared in part by people who 
hoped to establish farms and homes on 
the clearings. In all too many in- 
stances, these efforts have proved 
fruitless, and at present the prospect of 
further enterprise of this sort is dim. 
We have arrived at the practical, and 
undoubtedly correct, conclusion that 
the extent of arable land of the present 
day is ample, and moreover, ample for 
years to come. 

If it be true that the present acreage 
of arable land is ample, it follows that 
the Government should assume the 
responsibility of keeping off the market 
such marginal land as it still owns, but 
this is mere negative action. Positive 
action is needed. Not only should the 
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Government cease offering to the public 
the right to homestead, or to purchase 
land unsuited to agriculture, but it 
should go much further. If this 
marginal land has any value at all, it is 
worth at least as much to the Govern- 
ment as it is to private individuals. 
For example, it is entirely feasible for 
the Government to make use of mil- 
lions of acres of cut-over land for the 
growing of forests, and in all reason 
this can be done without loss, even 
though a dollar or a few dollars per 
acre should be paid for the land. In 
the interest of the value of land now in 
agricultural use, the Government 
should be required to undo some little 
portion of its past mistakes by purchas- 
ing the title to land, great in acreage 
but low in value, which, contrary to 
good public policy, was years ago 
offered to a credulous public under the 
implied recommendation that it had 
desirable qualities for private use. 

Of all the commodities of wide and 
necessary use, timber has risen to the 
highest point in price. Forestry is one 
of the most difficult of all agricultural 
undertakings from the standpoint of the 
individual. ‘These difficulties are not 
formidable from the vantage point of 
the Government. Should the Govern- 
ment decide to go into forestry in an 
adequate manner—adequate with re- 
spect to the probable needs of the 
country for timber and its products 
the action would at once remove from 
the list of potential agricultural land 
many millions of acres that stand ready 
to contribute to the surplus food output 
which threatens constantly the sta- 
bility of all land used for agriculture. 
A proper balance between agricultural 
land and forestry will not come to pass 
automatically in many years to come. 
The aggressive action of the Govern- 
ment is required. 

Of a character similar in many re- 
spects to forestry is the grazing situa- 


tion. Back and forth over the semi- 
arid plains have surged the contending, 
successive waves of settlers and cattle- 
men. Each was the natural enemy of 
the other. To the extent to which the 
settler succeeded, the cattleman was 
defeated. Always uncertain as to the 
tenure, the cattleman felt the urge to 
get what he could out of the range, with 
the utmost speed. ‘Thus came over- 
grazing, in many sections involving 
millions of acres. Many ranges were 
grazed so close as to destroy the grasses 
outright. The responsibility for this 
disaster was, and is, chargeable to the 
lack of policy on the part of the Govern- 
ment. Land values are, through such 
action as this, rendered uncertain. 
The lands which the Government per- 
mits the settler to subtract from good 
grazing territory, and which become 
precarious arable land, are a great 
force in unsettling the status of the 
established, needed farm lands of the 
country. The work already done in 
respect to grazing within the domains 
of our national forests proves the de- 
sirability and the efficacy of grazing 
policies such as only the Government is 
able to inaugurate and to administer. 
The Government should refrain from 
new reclamation undertakings. Noth- 
ing can be clearer than that the Govern- 
ment should refuse all requests for new 
reclamation projects until such time as 
there appears, in the interest of the 
public, to be some reasonable occasion 
for the expansion of food production. 
During the latter part of the nine- 
teenth century, the limit of profitable 
investment of private funds in irriga- 
tion projects was about reached. This 
being the case, the Government was 
implored to take up the matter, which 
itdid. The one to two hundred million 
dollars paid out by the Government in 
watering arid land is in itself not a 
very great matter. The important 
phase of the case is the contribution to 
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an agricultural surplus which the 
Government so artlessly, almost un- 
consciously, made. Every acre of 
the reclaimed land has contributed its 
bit toward the undoing of established 
agriculture. It has been a force de- 
signed to postpone the day when a 
_ better balance between the demand for, 
and the supply of, agricultural produce 
would serve as a basis for more stable 
land values. 

The Government should expand its 
game preserves and bird refuges. No 
doubt this is a minor point in the great 
field of land values, but the use of 
even one or two per cent of land for 
the purpose of making life more en- 
joyable is a step in the direction of a 
more stable basis of values of other 
lands. If the time comes when we 
need every marsh and shallow lake 
drained, so far as it may be done in 
order to contribute to the bread supply, 
it will be proper to undertake the work. 
It does not take many years to drain a 
marsh or a lake. On the other hand, 
many drainage undertakings have been 
disappointing from the standpoint of 
agriculture, leaving a net result of the 
- destruction of wild life. Surely, for 
many years to come, it would be better 
to use some millions of acres of land for 
game preserves and for refuges than to 
_ bring them into competition with the 
_ farming interests of the country. 
Lamiiation of output of farm produce. 
_ By no other conceivable means can the 
values of land be conserved quite so 
_ effectively as through the limitation of 
the output. But limitation of agricul- 
— tural output, except through the severe, 
almost brutal, operation of the price 
curve, is hardly known as yet. The 
country is waiting and alert respecting 
the possibilities of some measure of 


control of output to be effected through 


the Federal Farm Board. Thus far 
this consummation, while devoutly to 
be wished, is in the hope stage. 
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However, even though nothing exists 
which can properly be called limitation 
of output in the sense in which certain 
manufacturers adjust their output to 
demand, there is already some accom. 
plishment in the efforts of farmers to 
anticipate the demands of the market 
with suitable quantities of goods, 
There will be more than an ordinary 
degree of interest shown in the efforts 
of the Farm Board to extend its aid 
to such cotton marketing companies 
as are able to restrict their acreage and 
to withhold it from those which expand, 
The real test may come not from 
within the companies, which at best are 
likely to represent a minority of the 
growers for some years to come, but 
from the outsiders over whom the Board 
has no control whatever. Should the 
Board be able to coax or drive the 
great majority of all producers of a 
given commodity into the coéperative 
organizations, the control of output 
will seem to be within hailing distance. 

When it is remembered that the 
greatest trouble within the realm of 
agriculture is that of surplus produc- 
tion, it will be appreciated that control 
of output is, beyond all comparison, 
important, if feasible. The Govern 
ment has tried its hand at control 
through education and advice; now it 
proposes something more forceful. 

The Government has some control over 
land values through tariffs. Through 
the dense fog surrounding the tariff 
issue, there shines at least a little 
light. Some tariffs on agricultural 
produce are effective, and to this ex- 
tent they tend to uphold the values of 
the land involved in the production of 
the protected commodities. It will be 
agreed that this is true with respect to 
sugar beets, wool, flax, and, to some 
extent, beef, and dairy products. 

The net result of the tariff in its 
relation to land values, is, however, 
quite another matter. Just as surely 
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as a few selected agricultural products 
may be made higher in price through 
tariffs, so, likewise, are many articles 
bought by farmers made higher by 
tariffs. In this latter effect, we have a 
force tending to hold the prices of land 
down. Moreover, it is a force un- 
doubtedly greater than the opposite 
effect of the tariffs which increase the 
farmers’ income. 


SUMMARY 


It appears that a land policy is, after 
all, a very broad concept. Not merely 
the above-mentioned, but many other 
influences and acts of the Govern- 
ment are so closely related to land 
values as to constitute parts of a land 
policy. But, returning to the origi- 
nal theme, it may be said in summary 
that the National Government holds 
the destinies of land values in its 
hands to a great degree; that during 
the past, and almost the whole past 
down to date, the Government has 
proceeded on the assumption that land 
is destined to be used in the production 
of food crops, directly or indirectly, 
and the sooner it can be put to use for 
this purpose, the better. On this as- 
sumption, we arrived at the free land 
doctrine of 1862, and forty years later 
added to free land a sum sufficient to 
bring water onto arid land—and all on 
the assumption, little discussed, that 
the nation needed to bring more land 
under cultivation. Closely allied to 
these policies of the Government have 
been the policies and practices of the 
states, acting through their immigra- 
tion departments, in attempts to induce 
settlers to come and to subdue por- 
tions of their domains awaiting cultiva- 
tion. 

By these extensive, ill-conceived 
means, we have depleted our soils un- 
duly, we have destroyed forest and 
forage crops, and we have glutted the 
markets of the world with products 
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for which the returns have been 
meager. What we need is an inventory 
of land resources, an estimate of the 
needs of food and of fiber products, and 
a policy, even at this late day, which 
will undertake to match the develop- 
ments and the output against the 
requirements, instead of assuming that 
all land should be put to work. 

A national policy such as here sug- 
gested will provide for reforesting, 
mainly by natural methods, a large 
part of our cut-over territory; will 
restore game to millions of acres; and 
will promote grazing on areas suited 
for grass and not for grain. By 
these means the farmer will be relieved 
of the constant competition of the 
precarious frontier, which furnishes but 
scant return to the operators, but adds 
surpluses for a groaning market. Since 
much marginal land has gone out of 
public into private hands, and since, 
again, this land is coming back into a 
sort of new public domain as it becomes 
tax delinquent, it will be necessary to 
enlarge the idea of a national land 
policy to include both states and coun- 
ties, and even townships in some states. 
No doubt, we need all our land. At 
least we have it, and will continue to 
keep it; but a plan should be devised to 
prevent the too ambitious promoters of 
expansion in agriculture from keeping 
us land poor and surplus ridden, 
results of a public domain too great to 
be comprehended and of a settlement 
policy continued long after its merits 
have disappeared. It should be made 
difficult for people to acquire public 
land, or tax delinquent land, and easy 
for them to move away from land 
which is unsuited for small farm opera- 
tions, while in the place of these un- 
promising ventures the Government 
should institute a policy of positive use 
of land for such purposes as the best 
judgment, everything considered, can 


approve. 
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HE people of the United States 
have spent some seven billion dol- 
lars in the past decade upon public 
improvements in the form of streets, 
highways, parks, and reclamation and 
- irrigation projects—public works of a 
scope and magnitude which make the 
Appian Way and the Great Wall of 
China look like small projects indeed. 
_ Of the total cost of these improvements, 
approximately two and one-half bil- 


assessments upon the land affected. 
The cities of the United States, of 
thirty thousand population or over, 


this period on highway construction 
alone; and of this total cost, somewhat 
less than half has been paid for out of 
general taxes, the remainder being 


_ ments upon the land affected. We say 
affected rather than benefited, because 
our problem will be to inquire just how 
land values in these cases have been 
affected. 
: For the sake of some degree of pre- 
a ee in a subject that is far from 
- precise, we shall limit our inquiry to 
those public improvements which have 
the effect of increasing the quantity, 
availability, or accessibility of land 
for economic uses, such as _ streets, 
highways, bridges, tunnels, subways, 
and irrigation and poe i projects. 
This will exclude chiefly Government 
buildings for specific purposes, such as 
post offices, city halls, and schools, and 
improvements of an ornamental or 
aesthetic character, whose effects are 
too intangible to be reduced to eco- 
nomic formulae. It will still embrace 
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the great bulk of the public improve. 
ments included in the aggregates 
quoted above. 

These improvements are commonly 
supposed to increase the aggregate 
land values of the city or territory in 
which they are located. Federal de- 
partments, for example, have fre- 
quently computed the value of newly 
completed irrigation and reclamation 
projects and construed the resulting 
values as additions to the aggregate 
value of the agricultural assets of the 
country. In Chicago the construction 
of the Michigan Avenue “link” bridge 
and boulevard improvements north of 
it, we have frequently been told, cost 
the city sixteen million dollars but 
added one hundred million dollars to 
the value of sites north of the river, 
thereby repaying its cost six times 
over. And so when a_ new sub- 
way, rapid transit extension, or high- 
way system makes new territory 
accessible to the downtown districts or 
adds a new residential section to the 
city, it is commonly assumed that it 
thereby adds a corresponding amount 
to the aggregate real estate values of 
the city or region. 

It will be worth while to inquire how 
far these familiar assumptions are 
valid; and in this inquiry two lines of 
approach may be utilized, one theoreti- 
cal and one experimental. 


‘THEORETICAL ANALYSIS 
In the first place, on the basis of any 
accepted theory of land values and 
under anything approaching normal 
conditions, it is doubtful whether 
increases in the noes in the supply of land, whether 
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through physical increase or increased 
accessibility, can have any other effect 
than that of decreasing the aggregate 
land values of that class. This is due 
to the simple reason that land values in 
the long run must represent capitalized 
rent; and rent is the narrow margin 
between gross value of the product and 
the cost of getting it. Any drop in 
price of the product, through in- 
creased supply of land available for 
producing it, or other causes, means 
much more than a proportional drop in 
rent and value. If net rent is five per 
cent of gross product, a drop of one 
per cent in the price of the product 
means a drop of twenty per cent in 
rent; and, if long continued, this must 
eventually be reflected in a similar 
drop in land value. 

The potato crop of 1928 was esti- 
mated by the Department of Agricul- 
ture to be sixty million bushels larger 
than that of 1927; but, according to the 
Department’s estimate, the crop of 
1928 was worth only $.54 a bushel, 
compared with $.965 a bushel for the 
previous crop, or a loss of $138,700,000 
in the value of the larger crop of 1928 as 
compared with the smaller crop of 1927. 
Now this increased production was 
secured in part by an increase of three 
hundred and forty-nine thousand acres, 
or approximately ten per cent, in the 
potato acreage of the country. 

What was the effect of the new 
acreage on the aggregate value of the 
potato acreage of the country? The 
Department of Agriculture figures 
leave little room for theorizing about 
this. The value of the production per 
acre, whiclt was $111.94 in 1927, 


dropped to $65.34 in 1928, a loss of 
$46.60 in the yield per acre—a sufli- 
cient drop to wipe out any net rent that 
could possibly have been assigned to the 
previous acreage and to impinge upon 
the proper allowance for wages and 
other expenses. 


So that, if the value 


of this total acreage were dependent 
upon any net income that could be 
anticipated from continued potato 
production at that year’s price, it 
would be headed for a severer defla- 
tion than that of 1921. 

Fortunately such drastic deflation is 
already being averted through diver- 
sion of a portion of this acreage to other 
lines of production. The point holds, 
none the less, that in this case an in- 
crease of ten per cent in acreage and 
fifteen per cent in the product would, if 
continued, abstract more value from 
existing acreage than it would add in 
the form of new acreage, and would 
thereby leave a net decrease in total 
land value. 

Professor John D. Black, of Harvard 
University, in his Agricultural Reform 
in the United States, has worked out 
some striking correlations between 
increased supply of agricultural prod- 
ucts and the prices cf these products; 
indicating, for example, that an in- 
crease of twenty per cent in the corn 
crop above normal output tends to 
reduce the price by approximately 
twenty-two per cent, and that an 
increase of twenty per cent in the 
potato crop tends to reduce the price 
nearly forty per cent, in both cases the 
aggregate value of the larger crop being 
less than that of the smaller crop. If 
the total acreage devoted to these crops 
were expanded by the accession of new 
lands, or otherwise, until thése un- 
profitable outputs and prices were 
reached, and if this condition contin- 
ued for some length of time, it is need- 
less to say that the aggregate value of 
land devoted to these and sumilar crops 
would be less after such expansion than 
before. 

Something like this has happened | 
many times in the United States when 
land available for any purpose, agricul- 
tural or urban, has outrun population — 
and capital. Indeed, it may be asked, 
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how much would the addition of all the 
land west of the Alleghenies have 
added to the value of land in the United 
States, if population, supply of capital, 
state of industrial technique, and all 
other factors had remained unchanged? 
The population of the country in the 
days of Washington was estimated at 
around four million, slightly more than 
the present population of Chicago. 
Suppose that population had not in- 
creased by a single soul; that capital 
had not increased by a single dollar; 
that industrial technique had not 
changed a single iota; that the only 
change had been the Louisiana and 
Florida purchases, the acquisition of 
the Southwest, the purchase of Alaska, 
and the acquisition of other odds and 
ends of the earth’s surface. As it was, 
millions of acres of land were sold for 
fifty cents to one dollar an acre before 
these acquisitions; and historians have 
often spoken of conditions of virtually 
“free land” in this period. With the 
additional weight of later acquisitions 
(population and other things remain- 
ing the same), it is difficult to see how 
land could have become anything else 
than a free good, except for the legal 
formality involved in acquiring and 
holding title to it. 

In short, it was the other things such 
as increase of population, increase of 
capital, revolutionary improvements in 
industrial technique, changes in the 
value of money, and so forth—things 
which did not “remain the same’’— 
that gave value to this vast territory. 
The presumption is strong that nor- 
mally, if not always, it is these things 
that cause increased land values; and 
that increases in the supply of land in 
the form of increased accessibility, 
availability, and usability, in conse- 
quence of transportation development, 
public improvements, and other factors, 
must normally tend to decrease total 
land values; that is, must tend to 
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abstract from existing values more 
than they add in the form of new land 
values. 

The reason for this is not far to seek. 
Land values are caused by the demand 
for land and its services. Where 
people are concentrated in large num. 
bers, particularly people equipped with 
capital, enterprise, and technical ¢g- 
pacity, values rise, because each one 
brings with him his bundle of demands 
for land and its services. But at all the 
scattered points from which these 
same people have come, each one has 
likewise left a vacuum, large or small, 
according to the bundle of demands 
he carried away with him. In other 
words, land values, like people, are 
essentially nomadic, roving about from 
place to place over the face of the 
earth. In older days, when Abraham, 
with his cattle and camels, took 
temporary abode in southern Canaan, 
land values in the vicinity advanced so 
sharply and competition to appropriate 
them became so keen as to lead to open 
rupture between the followers of Abra- 
ham and Lot. When eventually the 
patriarchal caravan moved on to 
greener subdivisions, it left severe 
deflation in its wake. Nowadays, we 
have only to think of Ford and other 
modern chieftains in place of Abraham, 
and to substitute “flivvers”’ for camels, 
in order to realize that land values 
are still largely nomadic in their be- 
havior. 

We speak of mobilia and immobilia 
among forms of wealth, and land is 
always spoken of as the extreme 
example of immobilia, “fixed” and 
“immovable” assets. But if we are 
speaking of the values associated with 
these objects of wealth rather than the 
physical objects themselves, few forms 
of value are more volatile, movable, 
more truly mobilia than land values. 

These values tend particularly to 
assume the form of wave motions, 
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flowing in one direction or another, but 
with each crest followed by a trough 
somewhere in its wake. In the United 
States we have had a particularly 
picturesque field for studying these 
movements. Since the settlement of 
the country we have had one huge wave 
starting on the Atlantic Coast and 
moving steadily westward, whose 
trough—so far, at least, as agricultural 
lands were concerned—at one time 
engulfed not only the Atlantic sea- 
board but much of Great Britain, 
Jreland, and western Europe. In the 
past thirty years we have had a power- 
ful current fiowing out of Pennsylvania, 
up the Mahoning Valley, and across 
the Great Lakes territory, bringing 
prosperity to Toledo, Detroit, and 
Chicago; but many once prosperous 
Pennsylvania towns are at the present 
moment falling into its trough. In 
more recent years we have had a broad 
current flowing out of New England to 
the South and Southeast, with great 
promise for the “New South”; but 
how deep the trough is going to drag, 
it will be hard to say. Unfortunately 
in these, as in most cases of shifting 
land values, the crests are more con- 
spicuous than the troughs. a 


A Factuat APPROACH 

In an effort to secure more exact 
facts with regard to the influence of 
large public improvements upon these 
mobile and sensitive land values, a 
study is now being made of the effects 
of street and highway improvements in 
Chicago. Needless to say, it is difficult 
to secure exact data, and still more 
dificult to segregate the effects of 
public improvements from the score of 
other influences involved. Quite pos- 
sibly we may not be able to do it at all. 
But an illustration of such results as 
have been reached will be offered for 
whatever value it may have. 

Chart I is a value profile of the west 
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side of Michigan Avenue in Chicago. 
Michigan Avenue is a main thorough- 
fare running north and south, roughly 
paralleling the lake shore. ‘The section 
included in the profile here begins at 
North Avenue, two miles north of the 
“Loop,” and extends to 3lst Street, 
three miles south of the “Loop.” The 
values are front-foot values in the 
middle of each block, as reported by 
George C. Olcott and Company, ap- 
praisers and publishers of the annual 
Land Values Blue Book of Chicago. 
This is the standard real estate refer- 
ence manual for Chicago. How ac- 


curate these valuations are, may be a _ 


matter of judgment. But they rep. 
resent a series of consistent valuations 
from year to year, based largely on 
actual sales, and made in general by 
the same staff and by the use of similar 
methods. They serve admirably, 
therefore, for purposes of comparison 
from one period to another. The chief 
criticism upon them, if it be a criticism, 
is that they are extremely conservative; 
and that therefore, in sections or periods 
of rapidly rising values, the Olcott 
figures ordinarily lag from one to three 
years behind sales prices. 

The dotted line at the one hundred 
per cent level represents front-foot 
values in 1910. 
resents values of 1929 in percentages 
of their 1910 values. 

The section from 
Pearson is the portion particularly 


affected by the improvements under 


consideration, including the completion 
of the “link bridge,” a two-level thor- 
oughfare and double-deck bascule 
bridge across the Chicago River, in 
1920, the widening of Michigan Avenue 
to Chicago Avenue, completed in the 
same year, a continuation of the same 
widening to Pearson Street in 1927, and 
the development of a general boulevard 
system from there northward. It is 


the effect of these improvements that 
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we wish to measure; and a glance at 
the chart suggests that that story falls 
into two sharply contrasting chapters. 


APPRECIATION AND DEPRECIATION 

In the section directly affected by 
the improvements, we have a spec- 
tacular appreciation of values, amount- 
ing in some blocks to 2500 per cent. 
The maximum appreciation accrued 
on lots just north of the river, in the 
section on which the Wrigley Building 
was erected in 1924 (begun in 1920) 
and the ‘Tribune ‘Tower in 1925 (begun 
in 1923). This chapter of the story is 
very familiar to residents of Chicago, 
who have frequently been reminded 
that while the initial Michigan Avenue 
improvement cost sixteen million 
dollars, it added one hundred million 
dollars to property values. 

The other chapter is the story of the 
territory from Randolph Street south- 
ward. Here frontage values have 
been relatively stationary, increasing 
moderately in sections, but 
actually declining from the 1910 level 
in others. These actual declines are 
startling enough but are only a small 
part of the story, for if we compare the 
movement of values on South Michi- 
gan Avenue with the average move- 
ment of real estate values for the entire 
city throughout this period, we find 
that the whole section declined. 

In order to determine this movement 
for the city, one hundred locations have 
been taken, distributed territorily over 
the entire city, and their values traced 
from 1910 to 1929. This sample indi- 
cates an average appreciation for the 
entire city of 462 per cent during this 
period. ‘This average rate of apprecia- 
tion has been represented by the 
broken line across the chart at the level 
of 562 per cent. This level should 
measure roughly the effects of increas- 
ing population, increasing trade and 


industry, rising price levels, and such 


Avenue. In order to measure the 


other general factors as affect the 
whole city, including, of course, Michi- 
gan Avenue. The divergence of 
Michigan Avenue from this level must, 
in turn, represent the effects of factors 
peculiar in some way to Michigan 
Avenue or its immediate vicinity. 
Measured in this way, it is apparent 
that the entire territory from Randolph 
Street to 3lst Street has undergone a 
severe depreciation. Indeed, the con- 
crete evidences of such depreciation are 
sufficiently visible in the actual move- 
ment of tenants from buildings on 
South Michigan Avenue to locations 
on North Michigan Avenue, or the 
near “North Side,” loss of business, 
and deterioration of property. 

Here we have a striking illustration 
of the wave motion of land values to 
which we have referred, with the crest 
of the wave moving northward and a 
distinct trough following in its wake, 
a trough which would have been much 
more disastrous, had it not been some- 
what obliterated by the cross-currents 
of increasing population, rising general 
price levels, and other general in- 
fluences. 

How much of this movement of 
values is attributable to the public 
improvements? Of course, there can 
be no method of exact determination, 
but we can at least get some rough 
measurements of it. By eliminating 
the general movement for the whole 
city we can isolate, roughly at least, 
that portion of the movement attrib- 
utable to factors local to Michigan 
Avenue. But, in addition to the public 
improvements, there is still one other 
factor which, while not local, must 
register its effect longitudinally along 
Michigan Avenue. ‘This is the general 
northward drift of the city, which 
should have the effect of enhancing 
values on North Michigan Avenue and 
depressing them on South Michigan 


a? 


force of this factor, at least in terms of 
its effect on land values, our sample 
one hundred frontages were divided 
into two groups, those north of Madi- 
son Street (the east and west line 
through the heart of the “Loop’’) and 
those south. The North Side showed 
an appreciation of 611 per cent, the 
South Side 377 per cent. 

This means, then, that if North 
Michigan Avenue had merely kept pace 
with the general movement of land 
values in Chicago, it should have 
appreciated 462 per cent. If it had 
kept pace also with the accelerated 
increase of the North Side, it should 
have appreciated 149 per cent more, 
or a total appreciation of 611 per cent. 
Such increases as occurred in excess of 
611 per cent may therefore reasonably 
be ascribed to the influence of the 
public improvements. The average 
appreciation of lots on the west side of 
the avenue from Randolph Street to 
Pearson Street was 969 per cent, 
amounting to a total actual apprecia- 
tion of $282,281,328, as compared with 
1910 values. The difference, then, 
between 611 per cent and 969 per cent, 
which is 358 per cent and amounts to 
$104,290,000, may reasonably be as- 
cribed to the influence of public 
improvements. 

Let us now turn to the other half of 
the story. Even if South Michigan 
frontages had failed to keep pace with 
the movement of real estate values for 
the whole city, but had merely kept 
pace with the South Side, they should 
have appreciated 377 per cent, or 
$2,103,550,000. The amount by which 
they have fallen short of this is 221 per 
cent, or $1,231,115,408. This amount, 
$1,231,115,408, might therefore be 
taken as representing the amount of 
land value “‘syphoned,” so to speak, 
out of South Michigan Avenue over 
into North Michigan Avenue, or the 
near North Side somewhere. 
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This amount includes, however, 
properties in the “Loop” section of 
Michigan Avenue, which are subject 
to some special conditions. These 
properties had already reached a high 
frontage value at the beginning of the 
period in 1910, and had already be- 
come established in their present 
intensive uses. It is true that loca- 
tions in the heart of the downtown 
district have participated liberally in 
the general appreciation of land values 
during the past two decades; but still 
the downtown district represents at 
least relative stabilization of uses and 
values, and it may be felt that its 
behavior will not necessarily corre- 
spond to that of other sections of the 
city. 

In the interest of conservatism, 
therefore, the ‘“‘Loop” section of 
Michigan Avenue, represented by the 
eight blocks from Lake Street to Con- 
gress Street, will be excluded, and the 
total depreciation computed for the 
remainder of Michigan Avenue from 
Congress Street southward to 31st 
Street.!. The total depreciation thus 
computed for the west side of the 
avenue comes to $609,198,420. Even 
with this liberal qualification, there- 
fore, we have, in a nutshell, an appre- 
ciation of $104,290,000 at one end of the 
avenue and a depreciation of $609,- 
198,420 at the other. The figure for 
appreciation comes remarkably close 
to the popular estimates of $100,000,- 
000, quoted earlier in this article. 
The other item of $609,198,420 has 


For similar reasons, the relative ‘‘deprecia- 
tion” (in the sense of failure to keep pace either 
with the movement of the North Side or of the 
average movement for the entire city) in the 
blocks from Oak Street to North Avenue is not 
included in the computation here. This terri- 
tory is in process of transition from high-class 
residential to high-class apartment and com- 
mercial uses and has not yet had time to register 
what the effect will be when the transition has 
been completed. 
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INFLUENCE or Pusiic ImprovEMENTS ON Lanp VALUES 


been overlooked in these popular 
estimates of the results of the Michigan 
Avenue improvement.’ 

In Chart IT the movement of values 
on North Michigan Avenue is com- 
pared with that of the North Side, the 
South Side, and the city as a whole. 

It should be recalled that on account 
of the lag imposed by the conservatism 
of the Olcott valuations, it is probable 
that both the sharp upturn of values 
following the war and the relative 
stabilization of values at the end of the 
period actually occurred a year or two 
earlier than is suggested by the curves. 

In Chart ITI the allocation of the 
various portions of increment and 
decrement is graphically represented. 
Needless to say, no one would think of 


2 One factor that will occur to many readers as 
an element in this depreciation is the presence 
of the Negro district in the southern section of 
the city. But this, however significant it may 
be in other respects, can scarcely be a factor in 
the problem under consideration here, for the 
following reasons: (1) The Negro district was 
already established here in 1910 and cannot well 
afford an explanation of variations since 1910, 
except as changes may have taken place in the 
character or the movement of the district itself. 
(2) The trend of movement of the Negro district 
has been southward. Originally coming up to 
12th Street, it had receded by 1920 to 16th 
Street, and at the present time to the neighbor- 
hood of 26th Street. The peak of Negro density, 
for a long time between 31st and 39th Streets, is 
now estimated, on the basis of recent occupancy 
figures, to be between 39th and 55th Streets. 
(8) In general, Negro influx is a result of low 
values rather than a cause of them. Negro 
occupancy follows the troughs and depressions 
of real estate values, but ordinarily affords little 
more explanation of them than the presence of 
water in a depression affords an explanation of 
the existence of the depression. (4) Visible 
proof of all this is apparently afforded by Chart 
I, where the movement of values in the mile of 
frontage from 16th Street to the “Loop” (which 
is free from Negro influence) appears to differ 
inno way from the movement from 16th Street 
southward. 

For these reasons, the presence of the Negro 
district to the southward is unhesitatingly ex- 
cluded as a factor in the variations of value on 
Michigan Avenue during the period covered. 
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imputing any high degree of exactitude 
to these apportionments of such in- 
tangible and elusive things as incre- 
ments and decrements of land value. 
Nevertheless, the facts presented would 
suggest that they represent the situa- 
tion with substantial accuracy. It 
should be kept in mind, likewise, that 
these apportionments refer only to 
Michigan Avenue and do not attempt 
to take account of collateral effects on 
other streets in the vicinity of North 
Michigan and South Michigan Avenue. 
It may be observed that such data as 
are available appear to indicate that 
the major portion of the effect of the 
improvement is pretty closely con- 
centrated longitudinally along the 
route of Michigan Avenue. 


CORRELATION OF LAND VALUES WITH 
PopuLaTION, Prick LEVEL, AND 
NORTHWARD TREND 

In an effort to utilize as exact meth- 
ods as the problem may be susceptible 
of, we have applied experimentally the 
mathematics of correlation. Presum- 
ably the two general factors involved, 
other than public improvements, are 
the general appreciation of land values 
throughout the city and the northward 
trend of the city. The general appre- 
ciation of land values can, in turn, be 
broken up into its two major factors, 
growth of population and rising general 
price levels. If it were possible to 
apply multiple correlation to these 
three factors—population, price level, 
and northward trend—it might be as- 
sumed that that part of the movement 
of values not accounted for by these 
factors could reasonably be ascribed to 
the influence of the public improve- 
ments. For various technical reasons, 
however, the ordinary processes of mul- 
tiple correlation cannot well be applied 
to these factors. In another twenty- 
five or fifty years, when we may have 
the record of several swings of these 


| 
| 
r 
e 
t 
$ 


THE ANNALS OF THE AMERICAN ACADEMY 


CHART 
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PERCENTAGE OF 1910 VALUES 


pi 


1910 12 13 14 18 16 17 «#18 


19 20 21 


23 24 28 26 27 26 


factors in both directions, this field will 
afford a beautiful problem in multiple 
correlation. In the meantime, a corre- 
lation of “first differences’ indicates 
partial correlation of +.49 with popu- 
lation, +.38 with changes in general 
price level, and —.13 with the north- 
ward trend. 

The negative correlation with the 


BASED ON VALUATIONS OF GEO C OLCOTT & CO, APPRAISERS 


movement of general price level is 
interesting, though obvious enough in 
Chart II, where the big appreciation of 
land values is shown to have occurred 
after the decline in price levels in 1920. 
The total amount of variation in 
Michigan Avenue land values account- 
ed for by all three factors—population, 
price level, and northward trend—by 
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above, proves to be only thirty-one per 
cent; and this is probably somewhere 
near the actual fact. In that case, 
approximately seventy per cent of the 
movement is to be ascribed to other 
than these three factors. This means, 
of course, not seventy per cent of the 
present values, but seventy per cent of 


during the period covered. This would 
seem to leave no room for doubt that 
the public improvements under con- 
sideration have had more influence 
than all other factors combined 
upon the movement of land values 
on Michigan Avenue in the past 
decade. 
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Iupuic ATIONS OF DaTA 


In general, the situation that we 
have analyzed would seem to imply 
that where public improvements confer 
such striking appreciations of property 
values, the city is justified in imposing 
a large portion of the cost upon the 
property so benefited, in the form of 
special assessments, and a relatively 
small portion of the cost upon the 
entire city in the form of general 
taxation. And where the improve- 
ment has the effect of abstracting land 
values from other sections, as in the 
case of South Michigan Avenue, the 
injustice of meeting the cost through 
general taxation is further aggravated. 

But a more specific implication has 
to do with the determination of the 
special assessment district itself. The 
accompanying map indicates the dis- 
trict over which the special assessment 
for the Michigan Avenue improvement 
was spread. 

In view of the facts already pre- 

_ sented, comment is scarcely necessary. 
The assessment has been spread over 

three miles of frontage which not only 
_ was not benefited, but, by any test that 
can be applied, was actually injured 
_ by the improvement. 

As a matter of fact, property holders 
on South Michigan Avenue have 
suffered in three ways. In the first 
place, they have lost business and 
property values. In the second place, 
their regular taxes have been increased, 
because in Chicago real estate is 
assessed quadrennially. The result is 
that in recent years most property 
holders in Chicago have enjoyed an 
untaxed appreciation of property in 
the interims between assessments. 
But many property holders on South 
Michigan Avenue have suffered a de- 
preciation which is not reflected in their 
assessments until the end of the 

_ quadrennium and which makes their 
taxes upon actual value quite generally 
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higher than in other sections of the 
city. In the third place, they have 
been compelled to build their own 
scaffold, so to speak, by paying the 
special assessment for the improvement 
which has contributed, in part at least, 
to the depreciation of their property, 
We may add that a number of similar 
situations are found in Chicago, in- 
cluding the new Wacker Drive and 
North La Salle Street developments, 
And presumably these situations are 
not peculiar to Chicago. 


CONCLUSIONS 

It is not meant to imply that the 
effects of large public improvements 
can always be forecast, or that they can 
always be measured accurately even 
after these effects have had time to 
work themselves out. But it is be- 
lieved that such studies as have been 
made afford ground for the following 
tentative deductions: 

(1) It is doubtful whether large 
public improvements in the form of 
streets, highways, and transportation 
facilities add anything to the aggregate 
of land values. 

(2) Such improvements will fre- 
quently be found to have definitely 
abstracted land values from _ other 
locations, an effect which has largely 
been concealed by the general appre- 
ciation of urban land values during 
the past two or three decades. Iff, 
however, we should have a period of 
relatively stationary urban land values, 
some of these situations are likely 
to come to the surface with startling 
clearness. 

(3) The altitude of the crest of 
values that often accompanies these 
large public improvements would seem 
to imply a larger use of special assess- 
ments and less dependence upon general 
taxation in financing these improve- 
ments. 

(4) While many considerations may 
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properly enter into the determination 
of special assessment districts, it would 
seem that enough is now known of the 
behavior of land values to make it 


entirely unnecessary to spread a special 
assessment over the trough that fre- 
quently follows in the wake of large 
public improvements. 


| 
| 
- 
| 
twel 
1 peri 
try 
to o 
are | 
and 
tem} 
too 
to pi 
Co 
In 
( popt 
thirt 
: urba 
133; 
603, 
over 
repre 
per ¢ 
latio 
more 
6 
t 
furth 
num 
1900 
eight 


fre- 
arge 


Blighted Areas and Th | 


By C. 


HE phenomenon of rapidly grow- 

ing cities is characteristic of the 
twentieth century. Within the brief 
period of the last thirty years, the 
United States has changed from a coun- 
try predominantly rural in population 
to one predominantly urban. The in- 
fluences involved in this rapid change 
are familiar to students of our economic 
and political history; therefore, no at- 
tempt will be made to describe them 
here. ‘The extent and the significance 
of the change, however, are pertinent 
to our study and should be mentioned 
to provide a proper setting for the sub- 
sequent analysis. 


CONCENTRATION AND City GROWTH 


In the period from 1900 to 1920, the 
population of the United States in- 
creased from 75,994,575 to 105,710,620, 
an increase of 29,716,045, or over 
thirty-nine per cent. In 1900, the 
uban population numbered 30,380,- 
433; while in 1920 it numbered 54,304,- 
603, having increased by 23,924,170, or 
over seventy-eight per cent. In 1900, 
the urban population represented forty 
per cent of the total, while in 1920 it 
represented fifty-one and four-tenths 
percent. ‘The increase in urban popu- 
lation during this period represented 
more than four-fifths of the increase of 
the total population. 

The trend toward urbanization is 
further indicated by the fact that the 
tumber of cities with a population of 
25,000 or more increased from 160, in 
1900, to 287, in 1920, or less than 
eighty per cent, while the aggregate 


population of such cities increased 
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from 19,718,312 to 39,770,114, 
more than one hundred per cent. 
Today more than one-fourth of the 
total population and more than one- | 
half of the urban population live 
in twenty-nine metropolitan districts — 
200,000 or more inhabitants 
each.! 

This rapid shifting from the country — 
to the city of a large part of our popu- — 
lation has involved a tremendous con- 
centration of people upon a compara- — 
tively small land area. ‘Today more | 
than forty million people, or over one- 
third of the total population, live, 
work, and play in but little more than 
one-third of one per cent of our land © 
space.’ If, instead of reviewing this 
change over a twenty-year period, we 
should start with conditions of a cen- 
tury ago, the contrast afforded would 
be even more striking. 


ConDITIONS AFFECTING LOCATION 


When cities grow, certain parts grow 
faster than others. Business grows — 
and pushes out into residential areas, 
and these areas then become less de- 
sirable for residential purposes. Per- 
haps an industry locates in or near a 
residence community, or heavy traffic 

1U. S. Census, 1920, vol. 1, table 40, p. 63. 
The total population of 29 metropolitan dis- 
tricts was 29,238,582, in 1920, and 23,045,544, 
in 1910, or an increase of 26.9 per cent. 

2 Jbid., tables 11, 40, pp. 24, 63. The land 
area of the United States in 1920 was 2,973,774 
square miles. The area of 29 metropolitan 
districts was 6,816,110.3 acres, or 10,650.1 
square miles. The density of population in 
1920 in these districts, taken as an aggregate, 
was over 5,600 per square mile as compared 
with 35.5 for the country as a whole. 
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monopolizes the streets, or undesirable 
all of these 


racial elements move in 

have the same effects. Changes, con- 

ditions, and events affect important, 
: location in such a way as to render it 


ve 
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underlying factors or attributes of 
less suitable for its previous usages. 
In the course of time the old residents 
will move away and those who take 
their places will be of a lower economic 
status. It becomes clearly apparent 
that the community as a place of resi- 
dence has declined in desirability. 
It is important to bear in mind that 
when any attribute of location is 
changed, this change is likely to be re- 
flected in changes in other attributes 
with which it is closely related. 
Whether for better or'for worse, the 


effect is cumulative. 
If the changes affect the community 


detrimentally, development in the area 

will be retarded and will fail to keep 

pace with that for the city as a whole. 

It is to such areas that we apply the 

term “blighted.”” We may define the 

term “blighted area,”’ therefore, as any 

area in which economic development has 

been considerably retarded, as compared 

— with the development in the larger area, 

of which the area under consideration is 

part. The term “blight,” as used 

_ here, is synonymous with deterioration 

or decadence. A blighted area is one 

of economic retardation, physical de- 

_ terioration, and economic decay. In 

attempting to ascertain whether or 

not any given area is blighted, a num- 

ber of tests should be applied and the 

_ determination should not rest on any 
one measure. 

Blighted areas may be found in 

ms business or residential districts. 

They may include one block or extend 


residential area has fallen into a state 
of decadence because of the encroach- 
ment of industry or commerce and 
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there is the probability that the area In 
will develop in the future as a commer- su 
cial or industrial district, the effect of as 


the blighting influence will probably be the 


temporary. ‘The area then is in a bu 
period of transition from a lower to a tio 
higher use. On the other hand, where pli 
the blight results from the proximity pré 
of a nuisance, it will probably exist to. 
until the nuisance is removed. of 
Wi 
SONCERNING THE TERM BLIGHT ns 
After all, a blighted area is a relative the 
concept. We have stated that an area cas 
is blighted when its economic develop- the 
ment has been considerably retarded, diff 
as compared with the development of suc 
the larger area, of which the area under con 
consideration is a part, i.e., with the tior 
development of the city as a whole. gra 
The standard of comparison is repre- clas 
sented by an average which may not and 
coincide with the development of any tion 
one area within the city. An average V 
is merely a type which is supposedly set 
representative of the items in a given say 
group. devi 
The average which represents the less 
development of the city as a whole, aver 
therefore, is supposedly representative witl 


of the development in all of the various per 
areas in the city. If the average is the 
median of the group, there are as many 
items in the group above the average as the 
there are below the average. This, 
however, would not necessarily be true 
if the average is the arithmetic mean D 


of the items. But, regardless of the upor 
method used in ascertaining the aver- able 
age, there will always be some items of bl 
above it and some below it, and the delp| 
average will be influenced to some ex- delp) 
tent by each of the items, however foun 
large or small. bligh 

It follows, therefore, that we are not name 
warranted in designating as blighted (2) 
all areas in which the development trans 
over a period of time has been less than usage 
the average for the city as a whole. | area, 


over several blocks. They may be 
| transitory or permanent. Where a 


— 
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in a broad sense, development in any 
such area may be considered retarded 
as compared with the areas in which 
the development is above the average, 
but if the terms “blight,” “retarda- 
tion,” and “deterioration,” as ap- 
plied to land areas, are to have any 
practical significance, they must refer 
to those areas in which the retardation 
of development has been considerable. 
Whether or not an area is blighted 
becomes a question of the degree or 
the extent of retardation. In some 
cases, the retardation is so great that 
the area can be classified with little 
difficulty as blighted, but as we leave 
such cases of extreme retardation and 
consider other areas in which retarda- 
tion is perceptibly less, we emerge 
gradually into a twilight zone in which 
classification becomes quite difficult 
and in which} any attempt at classifica- 
tion is questionable. 

While it is, of course, possible to 
set up an arbitrary dividing line and 
say that all areas are blighted in which 
development over a period of time is 
less than, let us say, fifty per cent of the 
average for the city, and that areas 
with a percentage higher than fifty 
per cent are not blighted, it seems in- 
advisable to attempt demarcation on a 
definite percentual basis. Except on 
the grounds of convenience, it would 
be very difficult to defend any such 
attempt. 

Decisions in every case should rest 
upon careful consideration of all avail- 
abledata. In an analysis of a number 
of blighted areas in the city of Phila- 
delphia, so designated by the Phila- 
delphia Housing Association, it was 
found that three distinct types of 
blighted areas could be differentiated, 
namely, (1) a decadent business area; 
(2) a residential area in a stage of 
transition from a lower to a higher 
usage; and (3) a decadent residential 
area. 
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It was found that these three types 
had certain characteristics in common, 
while they differed in respect to other 
characteristics. The characteristics 
which they had in common may be 
listed as: (1) a dilapidated, run-down 
physical appearance; (2) a large propor-_ 
tion of vacancies, unused land space, 
and properties for sale and for rent; 
(3) decreased desirability for their 
former usage; and, as a consequence 
(4) smaller realizable current income 
for the area as a whole. The types 
differed in respect to causes of de- 
terioration and to changes in sale 


prices and assessments as compared 7 

with changes for the city as a whole. 

Causes OF BLIGHTED AREAS 

The causes of blighted areas may be : 

classified in two categories: (1) in- 
fluences which make an area ab- 

solutely less desirable for the usage to 7 


which it is devoted; and (2) influences 
which make an area relatively less 
desirable for the usage to which it is 
devoted. 

We may assign to the first category 
such factors as: (1) the encroachment 
of industry or business upon a resi- 
dential area; (2) the ingress of un- 
desirable neighbors; (3) the presence 
within the proximity of the area of a 
nuisance of any sort, such as heavy 
traffic, slaughter houses, ca 
marshes, insane asylums, penal in-| 
stitutions, and other things which | 
annoy and cause inconvenience; (4) — 
poor accessibility; (5) overcrowding, 
buildings which are too high relative 
to the width of the street, excessive 
concentration of population; and (6) — 
destruction of neighborhood amenities. — 

To the second category we may as- 
sign all of those influences which draw | 
people away from old business or) 
residential sections and contribute to 
the growth of new areas, including 
such things as: (1) the development of | 
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new subdivisions; (2) improved ac- 
cessibility to outlying areas, and good 
roads, which, with (3) improved trans- 
portation facilities—automobiles, bus, 
trolley, and train service—permit peo- 
ple to live farther from their work 
where living conditions are less crowded; 
and (4) the shifting of industrial plants 
from one part of the city to another, 
- causing workers to move near their 
places of employment. 
These lists are not intended to be 
tf ; - exhaustive, but to suggest only the sort 
of influences to be classified in either 
category. It will be noticed that the 
= of the influences in the first 
_ eategory is to drive people away, while 
the effect of those in the second 
_ category is to attract people away. 
7 Where influences of the first sort are 
4 _ present, the area, whether used for 
_ business or for residence purposes, 
becomes absolutely less desirable for 
_ the customary usage, and rentals and 
_ prices are likely to decline not only 
relatively, but absolutely. Influences 
‘2g the second sort make an area un- 
desirable not absolutely, but only in 
comparison with other areas, and they 
are likely to be followed by influences 
of the first sort. Rentals and prices 
_ will probably be maintained for some 
time and will then begin to decline 


Influences of the first sort tend to 
bring about a rapid decline in the area, 
while the effects of influences of the 
_ second sort work themselves out gradu- 
ally over a longer period. 


ik. 


Can BiicuTep AREAS BE PREVENTED? 


The question as to whether or not 
blighted areas can be prevented is often 
answered by pointing out the merits 
of social control of land usage through 
zoning and city planning ordinances. 
Such control has for its purpose the 
prevention of nonconforming land 
usage, which is deterrent in its effect 
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upon economic development and upon fol 
land values in the affected area. It pe 
aims to preserve the desirability of int 
residential areas, for instance, from mc 
destruction through the encroachment cre 
of business or industry. It seeks to for 
accomplish its ends by designating tra 


certain areas to be devoted to resj- in’ 


dential, business, industrial, recrea- wil 
tional, and public usage, with various bu: 
subdivisions under each of these general 
classifications. alt 

There is little doubt that a wisely of | 
directed policy of zoning and city exi 
planning will be an effective influence ex] 
in preventing the deterioration of on. 
areas resulting from the encroachment des 
of nonconforming land usages. On the usa 
other hand, the framers of such a policy hig 
are confronted with the problem of hig 


ascertaining the highest economic usage I 


for land in different sections and pro- twe 
viding for such expansion of the various no. 
usages as will become necessary in the Eac 
natural course of the city’s growth. me! 
If the policy followed is rigid in its mel 
application and is not adaptable to affe 
the requirements of changing con- clea 
ditions, the development of some areas exp. 
will be arbitrarily checked by not being bou 
allowed to pass from a lower to a higher resi 
usage. clea 

As cities grow, business, in the den: 
natural course of economic develop- the 
ment, tends to push out into residential of s 
areas and, in the course of time, higher senc 
land values follow in its wake as the ally 
period of transition nears the stage of long 
completion. If this movement is exps 
hindered and business development is area 


confined within rigid borders, there 
will then appear a sharp differentiation | 
between the increases in land values T 


within adjacent areas, which is one of tion 
the characteristics of blighted areas, be 
although the physical evidences of regu 
retardation and deterioration may be goal 
absent. tion 

If the zoning and planning policies diffu 
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followed are sufficiently flexible to 
permit business development to expand 
into adjacent residential areas, the 
movement will have the effect of de- 
creasing the desirability of the areas 
for residential usage and of inducing a 
transitory condition of blight. But 
in the course of time higher land values 
will result because of the transition to 
business usage. 

It is thus seen that under the first 
alternative the residential character 
of the neighborhood is maintained and 
existing values are preserved at the 
expense of higher possible values later 
on. Under the latter alternative, the 
desirability of the area for residential 
usage is destroyed in the interest of a 
higher ultimate usage accompanied by 
higher land values. 

It becomes necessary to choose be- 
tween these two alternatives. Perhaps 
no rigid formula should be prescribed. 
Each case should be decided upon its 
merits, with the application of judg- 
ment based upon careful study of all 
affecting conditions. When it becomes 
clear that there is real need for the 
expansion of old business areas, their 
boundaries may be extended into 
residential areas. Until such a need is 
clearly apparent, however, the resi- 
dential areas may be protected against 
the sporadic incursions of certain types 
of small businesses which, in the ab- 
sence of regulation of land usage, usu- 
ally initiate the declining condition 
long before the need for business 
expansion warrants a change in the 
areas. 


GoAL OF REGULATION 


The question arises in this connec- 
tion as to what is the desideratum to 
be achieved by any policy of social 
regulation of land usage. Shall the 
goal be the highest possible concentra- 
tion of land values? Or shall it be a 
diffusion of land values through an 


adaptation of land usage to the needs 
for land such as will promote the 
greatest social welfare? 

The first result can be achieved by 
increasing the concentration of popu- 
lation and by utilizing land more and 
more intensively; carrying its use far 
beyond the point of diminishing re- 
turns, with the consequent constantly 
increasing costs of production in- 
volved. Such a goal appeals to the 
individual land owners in the centers 
of our cities who find their rentals 
increasing and a larger and larger share 
of the social income accruing to their 
benefit. The increasing concentration 
of people within limited land space, 
however, is attended by many ills 
which are so well known as not to 
require extended enumeration here. 

Achievement of the second result 
involves a careful allocation of land 
among its various uses and the formu- 
lation of wise policies of direction and 
administration. Such a plan is not 
conducive to the highest possible con- 
centration of land values since it 
arbitrarily restricts the concentration 
of people within limited areas. It 
involves, moreover, the subordination 
of individual and class interests to the 
higher social good. 


DETERIORATION INEVITABLE = ake 


As has already been pointed out in a 
previous section, the encroachment of 
nonconforming land usages upon resi- 
dential and business areas is but one 
of many causes of deterioration. While 
social control of land usage may pre- 


this cause, there are many others 
which are just as sure and effective in 
their operation. Some of them are 
bound up with, and are inseparable 
concomitants of, city growth. They 
are those influences which exert their 
effect by attracting rather than lhe 
driving people away from old estab- 
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>a business and residential areas. 


The building of the Delaware River 
Bridge, a monument to engineering 
achievement connecting Philadelphia 
with Camden, contributed largely to 
the deterioration of a formerly pros- 
perous business area by diverting 
traffic along different routes. The de- 
velopment of new residential subdivi- 
sions and suburban areas attracts 
people away from old residence sec- 
tions. The building of good roads, the 
increasing use of automobiles, and 
other improvements in transportation, 
enable people to live farther from their 
places of employment, in districts where 
living conditions are better. As new 
residential areas develop, new business 
areas develop conveniently near by 
and detract from the patronage of the 
old areas. These and many similar 
influences are constantly at work in 
growing cities, building up new areas 
at the expense of the old. As long as 
they operate, blighted areas are in- 
evitable. To prevent deterioration by 
the elimination of these causes would be 
to prevent a smaller loss by incurring 
a bigger loss. It would mean defi- 
nitely checking city growth and sub- 
stituting a static condition for a 
dynamic condition. 

There are other causes of blight 


which can be prevented if legal sanc- 
tion can be obtained. These causes 
operate by driving people away, and 
include: the ingress of undesirable 
racial elements into a neighborhood; 
heavy traffic through residence areas; 
the presence of nuisances; the destruc- 
tion of neighborhood amenities, and 
other similar influences. In the ab- 
sence of laws directly permitting the 
prevention of these causes, much can 
be done toward preserving the char- 
acter of an area by restrictive cove- 
nants in deeds of conveyance. If the 
restrictive covenants are of permanent 
duration, however, they may some- 
times be detrimental in preventing a 
desirable change in land usage. 

In conclusion, it may be pointed out 
that while it is possible to eliminate to 
a large extent the influences making for 
deterioration which operate by decreas- 
ing absolutely the desirability of areas 
and driving people away, other in- 
fluences which operate by attracting 
people away and making areas rela- 
tively less desirable for their former 
usage make blighted areas practically 
inevitable in growing cities. While it 
may not be possible to prevent them 
altogether, organized private and pub- 
lic effort can do much to lessen the 
degree of deterioration. 
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HAT is known as the graded tax 

law on buildings for cities of the 
second class in the State of Pennsyl- 
yania was enacted in 1913, and began 
to function in 1914. On January 1, 
1925, the law became fully effective. 
Therefore, the graded tax law should 
be considered as something that we 
have had in actual operation only since 
1925. 

The system of assessing real estate 
for taxation purposes in the city of 
Pittsburgh does not differ materially 
from the assessment system in force 
in other large cities throughout the 
country. Land and buildings are as- 
sessed separately, as in New York, 
Boston, Cleveland, Detroit, and other 
large cities. The graded tax plan does 
not involve any discrimination in our 
treatment of land and buildings, in so 
far as appraising the value for taxation 
purposes is concerned. It is entirely 
a matter of fixing separate tax rates. 
The Department of Assessors furnishes 
the total assessed valuation of land and 
the total assessed valuation of build- 
ings to the City Council. After the 
amount of the city budget is known, the 
City Council determines the tax rates 
for city purposes. The Council fixes 
two separate rates, one rate to apply to 
land and the other rate to apply to 
buildings. The building tax rate, ac- 
cording to the law, must be one-half 
of the land tax rate. Pittsburgh, 
therefore, does not really have a tax on 
real estate as that term is generally 
understood in speaking of taxation in 
American cities. In place of a general 
real estate tax, there is a land tax anda 


building tax, and while it is possible to 
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By Tuomas C. McManon 
Chief Assessor of the City of Pittsburgh, Pittsburgh, Pennsylvania 


arrive at the average real estate tax 
for the city as a whole we do not speak 
in terms of a real estate tax. The 
average would, of course, differ in al- 
most every individual case, depending 
entirely upon the relative value of the 
land and of the building in each indi- 
vidual assessment. But, there is abso- 
lute uniformity in the taxation of all 
land and in that of all buildings. 
Pittsburgh levies no tax whatever on 
personal property, machinery, and so 
forth, standing alone, among the large 
cities of the United States, in this 
respect. 


. 
INCREASED BUILDING 


It is my judgment that the full effects 
of the graded tax plan have not yet 
been attained, nor will they be attained 
until a fuller use is made of all the land 
within the city of Pittsburgh. In the 
downtown business district, there has 
been a greater amount of building in 
the “Golden Triangle” during the 
past six years than during a period of 
fifteen years previous to that time. 
Due to economic conditions, land 
formerly used for blast furnaces and 
rolling mills is now utilized for ware- 
houses and light manufacturing build- 
ings, the latter being several stories in 
height. In property used for housing 
purposes a most notable change has 
taken place. The number of single 
dwellings, duplexes, and apartments 
erected during the past six years has 
been greater than those erected in twice 
that length of time during any previous 
period in the history of Pittsburgh. 
Housing construction has progressed 
to such an extent that land suitable 
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for such development is becoming very 
scarce. Many of the large estates, 
where formerly a building of palatial 
dimensions occupied a large tract of 
_ land, have been taken over by develop- 

-ers who have laid out the acreage in 
fair-sized lots and have erected resi- 

_ dences thereon. These three classes 

_ of property, i.e., high-grade business 

property, industrial property, and 
_ housing property, have been benefited 
by a lighter burden of taxation under 
the graded tax plan than they would 
have if the flat tax rate system had 
been in force. In the years to come, 
pre further development takes place, 
a full realization of the benefits of the 
_graded tax system will be found. We 
can say, at least, that the man who 

does something is not being penalized 
ee having a heavy tax burden placed 
on the buildings which he has erected, 
no matter for what purpose. 

No claim is made that the graded 
tax law effects a saving in taxation to 
the community as a whole. A certain 
amount of revenue must be obtained 
to defray the expenses of the city gov- 
ernment. The allocating of this cost 
of government is made, however, in a 
different manner from that employed 
in other American cities, with the re- 
sult that certain properties are con- 
tributing a smaller amount to the cost 
of government while other properties 
are contributing more. Classifying 
again the three types of real estate, 
i.e., business, manufacturing, and resi- 

5 dential properties, we find with regard 
to business properties that those where 
the site is highly developed are paying 
less in taxes under the Pittsburgh plan 
than they would pay under the flat- 
rate system. In those cases where the 


land and building values are about 
equal, the tax is approximately the 
same as it would be under the old flat- 
rate system. 


In the case of those 


lesser values than those of the sites, 
a greater amount is paid in taxes under 
the graded tax than would be collected 
under the flat-rate system. The ma- 
jority of business properties in the 
downtown district are in the latter 
class, owing to the very high land values 
prevailing in the “Golden Triangle.” 
These high land values are the creation 
of all the people in the community who, 
while living away from the business 
district, do business in that section and 
thus make it valuable for business 
purposes. ‘The site value is what pays 
the largest proportion of the taxes in 
any business district in Pittsburgh, and 
this value is better able to pay the 
taxes than are the improvements, 
In a great majority of the cases the 
site receives an annual increment, 
while the structure thereon suffers an 
annual depreciation. We find out- 
standing examples of increased land 
values in some of our prominent cor- 


ners in Pittsburgh. = 


The Park Building occupies a site 
one hundred and twenty by one hun- 
dred and fifteen feet, on the northwest 
corner of Fifth Avenue and Smithfield 
Street. The lot was purchased by 
Mr. Park from the United States 
Government in 1893, at a cost of 
$433,000. Recently a reported ap- 
praisal on this lot was $2,750,000, an 
increment of $2,316,500. This in- 
crease in value is not the result of any 
individual effort, but is a result of the 
activities of the entire community. 

On the southwest corner of Fifth 
Avenue and Smithfield Street there is 
located a lot twenty by sixty feet. 
In February, 1895, this lot was ap- 
praised by three of Pittsburgh’s leading 
real estate brokers. The appraisal was 
made for the Orphan’s Court in a 
partition proceeding. A value of $81,- 
720 was placed on the property, land, 


INCREASE IN LAND VALUES 
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and building. Today this lot is leased 
for $30,000 per year, net. The build- 
ing is owned by the tenant. The 
capitalized value of the lot is $600,000, 
or an increment of $518,280 in thirty- 
four years. 

On the southeast corner of Fifth 
Avenue and Wood Street is a lot sixty 
by forty-eight feet, which was sold in 
December, 1863, by Henry Sterling to 
Zodock L. Eisner, for the sum of 
$28,500. In May, 1929, the Eisner 
estate sold this property to the United 
Cigar Company for $850,000, an in- 
crease of $821,500. The new owners 
removed a very old six-story building 
from the lot and erected thereon a 
three-story building. 

On the southwest corner of Fifth 
Avenue and Wood Street the Goehring 
estate owns a lot sixty by forty feet. 
This property has been in the Goehring 
family for many years. In December, 
1897, an heir sold a one-eighth interest 
for $18,000, or $144,000 for the full 
value of the property, as appraised at 
that time. The estimated value of the 
property today is $750,000. The in- 
crement is $606,000 in thirty-two years. 

The Jenkins Arcade property, lo- 
cated in Liberty Avenue, Fifth Avenue, 
Penn Avenue, and Stanwix Street, was 
assembled, between 1884 and 1889, by 
the present owners. They paid $244,- 
500 for the parcels, comprising a site of 
46,350 square feet. The present-day 
value is $3,800,000, in the opinion of 
local real estate experts. In forty 
years the community has increased the 
value $3,556,000, or fifteen times the 
original purchase price. The parcel is 
occupied by a seven-story office build- 
ing. It is one of the best paying prop- 
erties in Pittsburgh. 

The “Golden Triangle” is not the 
only place where these enormous 
community-created values exist. Five 
miles from the center of the business 
section is the East Liberty district, a 


building. 


high-grade residential neighborhood. 
The East Liberty business center is in _ 
Penn Avenue, between Highland and — 

Center Avenues. 

On the northeast corner of Penn and 
Highland Avenues is a lot with a thirty- 
seven foot frontage on Penn Avenue, 
and one hundred and fifteen feet on 
Highland Avenue. A chain cigar store 
company recently paid $425,000 for 
this lot. The very old two-story 
building occupying the lot has little 
value. G.G. Rauhauser, in 1883, paid 
$5,000 for the property, the lot being 
forty-three by one hundred and fifteen 
feet. The city of Pittsburgh widened 
Highland Avenue, taking a width of 
six feet along Highland Avenue, paying 
well for the privilege. Forty-five years 
before the time of selling, the Rau- 
hauser heirs received an increment 
of $420,000 over the purchase price of 
the property, or eighty-five times the 
price paid by their father. 

On the southwest corner of Penn and 
Center Avenues is located the City 
Deposit Bank, a one-story building. 
Thirty years ago the present owners 
paid $18,000 for a lot fifty feet on 
Penn Avenue, averaging one hundred 
and five feet through to Center Avenue. 
Today this site is conservatively valued 
at $350,000, or an increase of $332,000. 
The value today is twenty times the 
price paid in 1898. 

Adjoining the City Deposit Bank on 
the west side is the Thomas Moreland 
property. In 1884, Thomas Moreland, 
Sr., purchased one hundred and seven 
feet on Penn Avenue, having an aver- 
age depth of two hundred and ten feet, 
for the sum of $18,600. The property 
is leasing today on a basis of $750,000. 
The people doing business in the East 
Liberty district have increased the 
value of this property $731,000, or 
forty times the original purchase price. 
This site is occupied by a three-story 
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The properties referred to here are 
examples used by opponents of the 
graded tax law in an attempt to prove 
the unfairness of the law when applied 
to this class of properties. 

i : With the exception of the Park lot, 
_ the buildings on these properties are 
from two to six stories in height. 

Skyscrapers, i.e., the portion of the 
building above the second or third 
story, show a very low return on the 
investment; and where a return above 
normal is shown for a skyscraper, it 
comes from the ground floor rentals. 
A vast majority of the best paying 

business sites in the city of Pittsburgh 
have buildings that do not exceed four 
or five stories. It is my contention 
that the tax levied on business proper- 
ties is unfair, where the burden is 
placed on the property that is highly 
developed by having a tal! building 
erected thereon, for the overhead ex- 
penses of these buildings, together with 
annual depreciation, very often leave 
but a small return on the invested 
capital. 
: An important feature of the Pitts- 
ir burgh plan of taxation is that the 
business man who pays a heavier share 
_of taxes on his land is exempt from any 
personal property taxes whatsoever 
for city purposes. Industry is similar- 
exempt. 


INDUSTRIAL PROPERTY 


Industrial property in the city of 
Pittsburgh is undergoing a change. 
~The rolling mills and blast furnaces 
are seeking locations outside the city, 
where the opportunity for expansion 
is better. As previously mentioned, 
land formerly occupied by such mills 
and furnaces is now being used by 
‘warehouses and light manufacturing 
buildings. While, in some cases, these 
properties pay a heavier tax under the 
_ Pittsburgh plan than they would under 
a flat rate, many of the properties are 


ore 


+ 


paying less in taxes, due to the fact that 
the building value is greater than the 
land value. Industrial property in 
Pittsburgh is benefited by the Pitts. 
burgh tax plan because we do not tax 
machinery, raw material, or finished 
products, upon which, in many com- 
munities throughout the country, the 
manufacturer is required to pay taxes, 

A noticeable effect of the graded tax 
plan is that which we find in the case 
of industrial property which has been 
held at a selling price far in excess of 
that which a manufacturer would be 
justified in paying for a suitable site. 
Such property has since been placed 
on the market at a much lower selling 
price than was asked previous to the 
full operation of the graded tax plan, 
and numerous sites have been sold at 
a dollar and a half to two dollars per 
square foot which were previously 
held at four to five dollars per square 
foot. 

Opponents of the graded tax plan 
have stated at times that the plan is 
not proving of benefit in the way of 
reducing land values, but rather that 
an increase in land values has taken 
place. In support of their contention, 
they refer to increases in assessments 
of industrial properties in Pittsburgh 
between 1913 and 1928. These in- 
creases in the assessed valuation of 
land actually represent a revision of 
incorrect assessments made in 1916, 
and the fact is that some of these in- 
dustrial properties have actually sold 
for less than the assessment in 1927- 
1928, with the result that a revision 
of the assessments downward has since 
been made to correspond with these 
sales. 

It is my judgment that ninety-five 
per cent of the housing properties in 
Pittsburgh are benefited through tax 
savings by the graded tax plan. A 
complete analysis was made of a typi- 
cal home-owning ward, and in this 
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ward out of a total of 3,272 owners of 
improved properties it was found that 
$3,250 pay from thirty per cent to five 
per cent less in taxes by reason of the 
graded tax plan. It is my conviction 
that these are the properties that 
should receive the greatest considera- 
tion because the land values of this 
type of property remain stable, whereas 
building values suffer an annual de- 
preciation. The wealth invested is 
gradually decreasing, while these same 
people are helping to create the in- 
creased wealth in the form of land 
values in the business section of the 
city. 

In all fairness, I wish to say that I 
make no claim that the graded tax 
plan has been responsible for all the 
increased building operations in Pitts- 
burgh, but I would rather say that the 
building operations have been a natural 
development in the growth of the 
community. I do maintain, however, 
that the owners of the properties that 
have been well improved have a lighter 
tax to pay under the Pittsburgh plan 
than they would have under the old 
flat-rate system. This belief is based 
upon the number of inquiries that have 
come to me from those wanting to 
know what their taxes would be if they 
built a home in a certain district, as 
compared with what their taxes would 
be on a similar home built outside the 
city in one of the adjoining boroughs. 
In such cases, the tax estimates made 
by me almost invariably resulted in the 
inquirer’s building within the city of 
Pittsburgh. 

With regard to rents, it is my con- 
tention, based on an actual survey 
made in fourteen of the large cities 
of the country, that no fair comparison 
can be made between housing condi- 
tions in Pittsburgh and those in other 
cities. Properties compared as to type 
of construction, location of the proper- 
ties, and the facilities afforded, vary so 


greatly in the different cities that a 
common denominator cannot be used ~ 


such as is necessary to arrive at a prop- 


er conclusion as to the rate per room or 


the rate per apartment or house. 


I do not claim that the graded tax — 
plan has had any particular effect on 
rentals in Pittsburgh. Abnormal con- 


ditions have existed in renting proper- 
ties for housing purposes during and 
since the war, but it is only fair to 
draw the conclusion that, all things 
being equal, when a landlord pays a 
lower tax through the graded tax plan 
it should result in a lower rental, as 
the owner can then afford to rent for 
less. 

Pittsburgh cannot be compared with 
many other cities with respect to tax 
rates, due to the fact that our entire 
tax revenue is derived from real es- 
tate, while many other cities have a 
revenue from personal property and 
public utility taxes equivalent to thirty 
per cent of their entire revenue. Nei- 
ther of these sources of revenue is 
available in Pittsburgh. 


TAXPAYERS FAVORABLE TO GRADED 
Tax PLAN 


Since the graded tax plan has been 
fully effective, I have been in close 
touch with the situation, due to my 
position as Chief Assessor of the city of 
Pittsburgh. So far as I can learn, no 
serious objection is offered to the pres- 
ent tax plan. The taxpayers of the 
community as a whole seem to have 
accepted the graded tax plan, and it has 
been, and is today, strongly endorsed 
editorially by all the daily newspapers. 
Furthermore, every member of the 
City Council, the men who determine 
our tax rates, is on record in favor of the 
present Pittsburgh tax plan which, as 
explained above, has as its two princi- 
pal features the graded tax and the 
exemption from taxation of personal 
sittin machinery, and so forth. 
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Railroad, and the Baltimore and Ohio _ burgh. 


1928, started public improvements 
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expansion and improvements. During amounted to $6,800,000,000; 

1927-1928, the amount of building they were $9,450,000,000, or fifty per 

_ operations, wherein the buildings cost cent more than the city of Cleveland 

7 $100,000 or more, amounted to $100,- in that year, and three times the 

000,000. The three great trunk lines amount of the city of Cincinnati, 

entering Pittsburgh, i.e., the Pennsyl- These two cities are in the same Federal 
= 


1 


‘The best answer to the charge that amounting to $45,000,000. The city 
_ the graded tax plan is a menace to the of Pittsburgh, between 1924 and 1998, 
growth and welfare of the community spent $35,000,000 in public improve. 
is to be found in the fact that Pitts- ments. Two important public utili- 
burgh has had its most remarkable ties, i.e., the Bell Telephone Company 
_ development i in the Pittsburgh district and the Allegheny Heating Company, 
since 1924, when the graded tax plan have an improvement program of 
_ came into full operation. The United expansion under way wherein $25,000, 
" States Steel Corporation is spending in 000 is to be expended. In 1922, bank 
4 the Pittsburgh district $100,000,000 in clearings in the city of Pittsburgh 


in 1998 


vania Railroad, the New York Central Reserve district as the city of Pitts- 


: Railroad, are spending more than After a careful study of conditions 

- $80,000,000 in terminal expansion and in the Pittsburgh district, I am thor- 

ip 4 improvements. Allegheny County, in oughly convinced that Pittsburgh’s tax 
plan aids that city in promoting progress, 
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A Critical of of the 
Pittsburgh Graded Tax Law 


By Epwarp F. Daume 


Chairman, Committee on Taxation and Assessments, Pittsburgh Real Estate Board, Pittsburgh, 
Pennsylvania 


HE municipal tax system under 

which the city of Pittsburgh levies 
and collects its taxes on real estate 
became fully effective in 1925, at which 
time the city began to fix a tax rate 
upon building values at one-half the 
tax rate upon land values—that being 
the ultimate objective of the act of the 
Pennsylvania legislature of 1913, known 
generally as the ““Graded Tax Law.” 
It was the gradual process of its intro- 
duction which caused it to be so desig- 
nated, and since common usage has 
established the title it is probably as 
distinctive as any other. 

The Pennsylvania legislature, by the 
1913 act, provided for a gradual intro- 
duction of this method of taxation for 
cities of the second class; of these there 
were then, and are now, only two in the 
Commonwealth, namely, Pittsburgh 
and Scranton. af 

IntRODUCTION OF Law 

The first two years under the opera- 
tion of the law, beginning with 1914, 
these cities were required? to allow on 
all taxable building values a reduction 
of ten per cent from the tax levied 
on land values, and thereafter during 
each successive triennium a further 
or additional reduction of ten per cent 
was to be allowed, until the total re- 
duction equaled fifty per cent of the 
rate on land values. 

This limit was reached after five 
successive steps in 1925; and since then 
Pittsburgh building valuations pay 
acity tax rate of one-half that levied 
on land values. 


The successive rates were as follows: 


Land | Building 
Year Tax Tax Per 
Cent 
Mills Mills 

1914 9.4 8.46 | 90. 
1915 10.2 9.18 | 90. 
1916 12.6 | 10.06 | 80. 
1917 11.5 9.20 | 80 
1918 14.5 | 11.60 | 80_ 
15.7 | 10.99 | 
1920. . 19.0 | 13.30 | 70 
1921. . 20.0 | 14.00 | 70. 
1922. 20.0 | 12.00 | 60 
1923. . 20.0 | 12.00 | 60 7 
1924. . 20.0 | 12.00 | 60 a. 
1925... 19.5 9.75 | 50 
22.4 | 11.20 | 50 4 
22.4 | 11.20] 50 
25.0 | 12.50 | 50 
1929. 25.0 | 12.50 | 50 
26.0 | 13.00 | 


These levies do not, however, cover 
all the taxes on real estate in Pittsburgh. 

For the purpose of clarity, it is 
perhaps necessary to relate here, and 
to keep in mind throughout this 
discussion, that in the city of Pitts- 
burgh there are three separate and 
independent taxing units or municipali- 
ties, each having the power to levy and 
collect taxes on real estate. 

There is, first, the city of Pittsburgh, 
whose tax system is here under dis- 
cussion; next there is “the School Dis- 
trict of Pittsburgh,”’ coextensive, so far 
as territory is concerned, with the city 
of Pittsburgh; and thirdly, there is the 
county of Allegheny, embracing in its 
territory and taxing jurisdiction the 
“city of Pittsburgh.” 
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INCREASING RATE OF TAXATION 


: As shown by the foregoing table, 

_ during the fifteen years of experience 

with the graded tax law, the rate of 

taxation on both land and buildings 
has been steadily advancing. 

The city’s rate of twenty-five mills 
on land and twelve and one-half mills 
on buildings in 1928 and 1929 equals 

_ eighteen and nine-tenths mills on both. 
_ That is to say, if there were no graded 
tax law it would have required a flat 
or normal rate of eighteen and nine- 

_ tenths mills to produce a revenue equal 
_ to that derived from land and buildings 
in the last mentioned years, under the 
existing method of taxation. Conse- 
quently, Pittsburgh real estate, during 
the past two years, has been subject 


Mills | Per Cent 
School levy.............} 11.5 .0115 
7.375 .007375 


During the period from 1913 to 1929, 
the assessed valuations of real estate, 
both land and buildings, rose from 
$758,336,910 to $1,136,606,150, and 
the bonded indebtedness of the city 
rose from $32,142,100, in 1913, to 
$61,507,000, in 1929. 

This last item must be taken into ac- 
count when comparing the present tax 
rate with that which obtained in the 
earlier year, for the reason that the 
many large improvements of recent 
years were not paid for out of current 
revenues, and therefore figure in the 
rise of taxes only in the form of debt 
service or interest and sinking fund 
. charges, and quite a considerable num- 

ber of costly repairs and replacements 


were financed with bond issues. 
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Law Doss Nort Repuce Taxes 


I am not reciting these increases 
in tax rates to show the effect of the 
graded tax law, but rather to correct 
the prevalent error that Pittsburgh’s 
taxation experiment has reduced taxes, 
While I do not purpose to attribute 
this progressive rise in tax rates to the 
graded tax law, a rather careful analy- 
sis and computation has convinced me 
that it is responsible for some of the 
advanced rates. The advance I have 
found has been caused by the decrease 
in the ratio between building and land 
values. In other words, as these two 
items have been approaching each 
other, there has arisen the necessity 
for greater rates on both land and build- 
ings to produce the same aggregate of 
revenue. The effect is the same as 
that produced by the increasing aggre- 
gate of tax-exempt properties. 

Probably this theory or problem can 
be demonstrated by the following 
figures. In 1914 (the first year of the 
graded tax law) Pittsburgh’s assessed 
land valuations reached $480,000,000 
and its building valuations amounted 
to $282,000,000, or approximately sixty 
per cent of the land valuations. The 
city in that year raised in revenue from 
real estate taxes $7,117,603.66, its 
tax rate being nine and four-tenths 
mills. In 1929, land values had imm- 
creased to $574,000,000 and building 
values had increased to $558,000,000, 
or approximately to ninety-seven per 
cent of the land values. To produce 
the necessary revenue from real estate 
taxes in that year, there was required 
a rate of twenty-five mills on land and 
twelve and one-half mills on buildings. 
Had the ratio between land and build- 
ing values remained the same as that of 
1914, namely, sixty per cent, or let us 
say, $700,000,000 for land and $420,- 
000,000 for buildings, the same revenue 


could have been raised by a rate of 
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twenty-three and one-half mills on 
land and eleven and three-fourths mills 
on buildings. 

To further test this problem, let us 
take the taxes on lesser figures. Take 
a property of the value of $19,700, of 
which $10,000 represents the land value 
and $9,700, the building value (that 
being ninety-seven per cent of the land 
value). The tax at the rate of twenty- 
five mills on land is $250; the tax at the 
rate of twelve and one-half mills on 
building is $121.25; or a total of $371.25. 

If the ratio of building value to land 
value had remained at that which ob- 
tained in 1914, namely, sixty per cent, 
the distribution of value on the same 
property would have been represented 
by the following: land, $12,300; build- 
ing, $7,400; or a total of $19,700. To 
produce a like revenue from this prop- 
erty there would have been required a 
rate of only twenty-three and two- 
tenths mills on land and eleven and 
six-tenths mills on buildings; or a dif- 
ference, respectively, of one and eight- 
tenths mills on land and nine-tenths 
mills on buildings. 

The assessor’s report for 1930 shows 
that building values now exceed the 
land values, being $576,702,320 on land 
and $584,700,610 on buildings, making 
a difference of $7,998,290 in favor of 
buildings; and as this difference con- 
tinues to increase, the tax rate must 
automatically respond—and more 
greatly so, if land values are depressed 
by reason of excessive and burdensome 
taxes. The only hope for a mitigation 
or relief from the effects of this process 
lies in the annexation of suburban 
boroughs and townships having large 
areas of vacant land. 

It is quite reasonable to assume that 
the full effect of the graded tax law 
has been retarded and mitigated by its 
graduated introduction, and also by 
the fact that only the municipal tax 
burden of the city (exclusive of the 
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school and county tax) has been dis- 


tributed by its method. By 


REPEAL OF CLASSIFICATION LAW | 


However that may be, in appraising 
its effect due consideration must be 
given to another act of the Pennsyl- 
vania legislature. I am now referring 
to the act of 1911, whereby the classifi- 
cation of real estate for the purpose 
of taxation was repealed. This classi- 
fication law had its origin as early as 
1867. It developed gradually by acts 
of the legislature, and finally, in 1897, 
had fully intrenched itself in the taxa- 
tion system of Pittsburgh. By this 
legislation, Pittsburgh had three classes 
of real estate: “built-up,” paying the 
full rate; “rural,” paying two-thirds the 
full rate; and “agricultural,” which, 
up to 1909, paid one-third and by the 
act of the last named year paid one-half 
the full rate. 

The repeal of this classification law 
increased materially the burden of land 
taxes in the rural and residential wards 
of the city, consisting so largely of 
vacant tracts of land and extensive 
residential holdings, many of them 
maintained as private parks, adding 
beauty to their environments, creating 
a number of distinctive residential 
neighborhoods and districts, and firmly 
establishing and increasing values of 
adjacent properties. It was estimated 
at the time of the enactment of the 
repealing legislation that it meant 
an increase of fifty per cent in taxes 
on property worth $212,748,681. 


Primary Opsect or Law 


The primary object to be achieved 
by the graded tax law, as urged by its 
promoters, and still claimed by many 
of its defenders as its justification, is 
to increase the burden of vacant land 
ownership, forcing it into the market, 
and thus reduce its selling price. Ifthe 
principle upon which this theory is 
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based be correct, the graded tax law 
and the repeal of the classification law 
should have the same general effect 
upon land values. Since this effect 
44 in Pittsburgh’s experience cannot be 
ay separated, or appraised separately, in 
any study of the one or the other, the 
result observed must be taken as pro- 
ant by the simultaneous operation 
of both acts, and therefore enlarged and 
intensified. 
_ Hence, it seems to me, that I can 
submit to any student of municipal 
taxation, as an obvious proposition, 
that the experience of the city of Pitts- 
burgh under the gradual introduction 
of the 1913 act, supplemented by the 
repealer of 1911 (which in its full effect 
became immediately operative), was 
as severe as though the graded law had 
alone been in full operation, and that 
it should sufficiently test the theory 
that excessive land taxation produces 
lower land values. 

A further element affecting the city’s 
direction and volume of growth intro- 
duces itself into this study, creating 
further problems and difficulties in 
measuring the results of the two fore- 
going agencies. ‘This element is the 
broken and uneven topography of 
Pittsburgh, hills and valleys composing 
the physical characteristics of the city. 
These surface features had to be sur- 
mounted and overcome in its develop- 
ment. Prior to 1913, transportation 
facilities were those of the trolley sys- 
tems and steam railroads, which had 
followed as nearly as possible the lines 
of least resistance. Built-up sections 
clustered closely about these lines, leav- 
ing the more remote and more inacces- 
sible territory of the city largely un- 
developed. 

Since then the automobile and the 
motor coach have made these districts 
available and have made it possible 
for many home owners to reach these 
distant and difficult-of-access sections 
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ately responsible. Some credit, how- 
ever, must be accorded to these enlarged 
transportation facilities. To elaborate 
upon this feature would only unduly 
lengthen this study; therefore, it is only 
introduced here as a suggestion for 
further inquiry. 


DiIscRIMINATES AGAINST 
PROPERTIES 


I have found, even among those 
otherwise well informed on tax matters, 
the idea prevailing that under Pitts- 
burgh’s graded tax law the higher rates 
are levied only on land kept out of use. 
Such, however, is not the case. The 
higher tax is levied on all land within 
the city, both vacant and improved; 
therefore, I shall try to show its dis- 
criminatory effect upon built-up prop- 
erties, particularly as it applies to those 
in the first two wards of the city, com- 
prising the downtown section, which 
offers a good example of built-up prop- 
erties, there being very little vacant 
land in these wards. 

The city has a number of tall build- 
ings. One of the largest construction 
companies of the country, in a recent 
skyscraper survey, credits Pittsburgh 
with fifty-two buildings ten to twenty 
stories high, and fifteen buildings 
twenty-one or more stories high. This 
agrees closely with my count. All 
but a few are in the downtown district. 
They occupy a considerable area in the 
lower city. There is, however, a much 
larger area covered with buildings of 
two, three, and up to eight and nine 
stories, in height. These buildings 
have their uses and are important com- 
ponent parts in the mass structure 
of the city. Their proportion to the 
taller buildings is not an unusual one. 
The sky line of Pittsburgh is very much 
like that of most et modern cities. 


of the city. It is impossible correctly 
to judge the volume of home-building 
for which this factor is more immedi- 
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Of the twenty-one millions of dollars 
in taxes levied in 1929 against real es- 
tate, seven and one-half million dollars 
were contributed by Wards One and 
Two. These two wards comprise an 
area of five hundred and thirty-seven 
acres. Eliminating about one hundred 
and sixty acres occupied by streets, 
another one hundred and sixty acres 
owned by the railroads, and a further 
seventeen acres occupied by public 
buildings and other tax-exempt prop- 
erties, we have a net area of two hun- 
dred acres, of which area not more than 
eighteen and one-half, or possibly 
twenty acres, are covered with build- 
ings paying the normal or less than the 
normal rate of taxation. By normal 
rate I mean the rate which would ob- 
tain if the city did not have the graded 
tax system and raised its revenue by a 
uniform tax rate. 

A rather comprehensive and careful 
analysis for 1929 disclosed that these 
tall buildings pay in the aggregate 
approximately one million dollars, or 
less than one-seventh of the taxes pro- 
duced by the triangle wards; six- 
sevenths of the taxes are paid by the 
other one hundred and eighty acres 
covered with buildings of a size and 
bulk not sufficient, when compared 
with the land value, to get the advan- 
tage of the lower rate on buildings. 
These properties, not being so fully im- 
proved, do not have the larger reve- 
nues, and are consequently less able to 
pay. ‘They do not add so much to the 
cost of government as do their more 
fortunate neighbors, yet they must 
bear the greater burden, and will do so 
as long as they are not adequately im- 
proved, for the benefit of the more 
fully built-up properties. The larger 
buildings are constantly absorbing the 
volume of valuable tenants at the ex- 
pense of the underimproved properties. 
The one hundred and eighty acres of 
land area paying six-sevenths of the 
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revenue from the district are penalized 
for the benefit of the twenty acres pay- 
ing one-seventh of the revenue; and 
there is not much prospect of any relief 
for years to come. 

Pittsburgh has been about thirty- 
five years in building and absorbing 
the space afforded by these large build- 
ings. The Grant Building and the 
Koppers Building, completed in 1929, 
added about one million square feet 
to the available office space in the city. 
No one can foretell how soon another 
twenty acres of buildings of this kind 
will be required to meet the demand, 
and until then, under Pittsburgh’s 
inequitable system, the tax-burdened 
underimproved properties must sub- 
mit to an unequal share of the city’s 
cost of government. 


INEQUALITIES IN TAXATION 


My studies have shown such lack of 
uniformity in taxation as the following 
contrasts. In the block bounded by 
Smithfield Street, Grant Street, Fifth 
Avenue, and Oliver Avenue, occupied 
by the Mellon Bank Building, the Union 
Trust Building, the Henry Hotel, and 
other buildings, the land is assessed at 
$7,217,300; the buildings, at $5,124,000. 
Taxes aggregate $244,482, or a shade 
less than two per cent on the assessed 
valuations. 

In the block bounded by Smithfield 
Street, Diamond Street, Fourth Ave- 
nue, and William Penn Way, the land 
is assessed at $2,601,780, and the build- 
ings, at $265,830; the aggregate city 
tax amounts to $68,367, or at the 
rate of 2.38 per cent. The large 
department store, eleven and twelve 
stories high, occupying the block 
bounded by Smithfield Street, Fifth 
Avenue, Diamond Street, and William 
Penn Way, pays 2.i per cent taxes, 
while the adjoining block bounded by 
Grant Street, Fifth Avenue, William 
Penn Way, and Diamond Street, 
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covered by the Frick Building, the 
Frick Annex, and the Carnegie Build- 


ing, pays only 1.81 per cent city tax. 
There are the following comparisons 
to be made. 
The Park Building, at Fifth Avenue 
and Smithfield Street, fifteen stories 
i. occupies a lot one hundred and 
twenty by one hundred and ten feet, 
and pays a tax rate of 2.23 per cent. 
The Carnegie Building, on Fifth 
- Avenue between Smithfield Street and 
- Grant Street, fourteen stories high and 
occupying a lot one hundred and 
twenty by one hundred and ten feet, 
pays a rate of a 1.88 per cent. 


Number 
Name of Building of Cast 
Stories 
Benedum-Trees Building. . . 18 1.57 
Professional Building... .. . 10 1.58 
Law and Finance Building . 21 1.56 
Empire Building.......... 12 1.54 
Columbia Bank Building. . . 10 2.00 
Standard Life Building....| 12 2.00 
Pittsburgh Trust Building. . 10 2.10 
Chamber of Commerce 
Building. . ee 16 1.90 
Frick Annex.. hes 19 1.72 
Union National Bank Build- 
Federal Reserve Building . . 9 1.72 
Bessemer Building........ | 13 1.75 
Fulton Building. . 1.77 
Westinghouse Building . 12 1.70 
Campbell’s Store.......... 8 2.30 
State Theater Building . 8 2.26 
Pittsburgh Life Building 6 2.30 
Jenkins Arcade........... 8 2.17 


Forty-one buildings in the down- 
town district which were examined and 
compared have tax rates ranging from 
1.54 per cent to 2.45 per cent, a differ- 
ence of .91 per cent between the 
lowest and highest rates. Commercial 
buildings and retail stores from six to 
twelve stories high range from 1.78 
per cent to 2.22 per cent. Apartment 
, usually built on less valuable 


land, have tax rates ranging from 1.32 
per cent to 1.42 per cent. Manufae- 
turing properties, whose land holdings 
as a rule are extensive as compared to 
their building values, have rates rang- 
ing from 2 per cent to 2.4 per cent. 

I believe that in the foregoing there 
can be found sufficient evidence to 
show the great inequalities in taxation 
produced by this system, discrimina- 
tion prevailing even among similar 
properties. 


ARGUMENTS OF PROMOTERS 

Those who favor this discrimination, 
in their promotion and defense of the 
law, claim this factor as a great ad- 
vantage, producing benefits by its 
operation. In order that we may test 
the effects of the law and prove or dis- 
prove their theories, I shall quote from 
some of their printed matter, pub- 
lished at about the time of the adoption 
of the law, so that we may know just 
what results were to be achieved. | 
quote almost verbatim from a Bulletin 
of the Civic League of 1912: 

The higher taxes on land would induce 
owners to place land on the market by mak- 
ing it harder to hold land vacant. . . . As 
owners become more anxious to sell, the 
price of land would tend to decrease; thus, 
prospective industries could secure sites 
at more attractive prices... . / All this 
would tend to a great development of the 
city. . . . Rents would be decreased by 
both the lower price of land and the lower 
taxes on buildings. . . . : \ premium would 
be placed on capital in buildings and a pea- 
alty for putting it in vacant land. ... 
Therefore, capital, as rapidly as possible, 
would shift from land to buildings, and 
buildings would be erected to pay the in- 
creased taxes on land... . / All this would 
stimulate building. 

In its bulletin, the League asks the 
question, “Can land be secured for use 
at a price upon which a reasonable 
profit can be made out of its immediate 
use?” and then answers with an offer 
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of the remedy, ““We recommend twice 
as heavy a tax on land values as on 
building values as the remedy.” 

These well-meaning promoters were 
evidently not aware of the well-estab- 
lished economic fact that to cheapen 
land discourages the desire to own 
land. The reason moving one man to 
sell operates on the other mind in the 
same way, and dissipates the desire to 
buy. This is usually expressed in 
market language in the phrase that it 
is more difficult to sell on a falling 
market than on arising one. By their 
method of forcing land into use, they 
lessen the demand for the property 
and thus defeat their object. 


CoMMUNITY WEALTH DETERMINES 
BuILpInG CONSTRUCTION 


Building operations are encouraged 
and promoted by entirely different 
forces. To induce large building en- 
terprises there must be a reasonable 
prospect of marketing the product; 
the law of supply and demand is always 
a factor; the facility of financing is an 
important element; funds must be 
readily available; the ability and 
capacity of the builder and investor 
has to meet the rigid test applied by 
the financing agent; and last, but not 
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community, or the increase of com- 
munity wealth, is the most effective — 
force in producing large building vol- — 
umes. 
We have had an excellent example 
of the action of this force in the period — 
following the World War. The accu- ce 
mulation of community wealth, the in- _ 
creased earning capacity of the people, 
was the greatest factor in causing an > 
unprecedented building construction _ 
in America. Favorable conditions pre- 
vailed everywhere, and especially in 
our large centers of population. It — 
was true in Pittsburgh, where building — 
construction reached an enormous vol- 
ume, although not greater than that _ 
which prevailed in all large cities. To 
show that all cities of the size and 
importance of Pittsburgh shared in this 
evidence of prosperity we have only to 
look at the figures reported by the per 


merce. Culling from the statistical 
abstract of the former and the pub- _ 
lished reports of the latter, I have 
arranged these data for comparison in 
two periods of five years each, namely, — 
from 1911 to 1915, and from 1924 to os 
1928. These periods escape, to a large ie: 
extent, the immediate effect of ab- 


least, the earning capacity of the normal post-war conditions. ms 
Average Annual Construction Average Increase | Per Cent _ ae 
ar per Yearfor | Average 
+7 1911 to 1915 | 1924 to 1928 Last Period | Increase 
Pittsburgh..................| $14,977,189 $40,540,373 $26,263,184 184 & 
24,242,806 58,384,246 34,141,440 
Buffalo. . . 11,832,600 28,012,887 16,180,287 
Cincinnati 10,097,138 30,165,605 20,068,467 198 
Cleveland . 23,473,895 58,862,415 35,388,520 1500 
Indianapolis................. 8,375,776 22,685,940 14,310,164 >i 
los Angeles................. 23,052,937 130,101,181 107,048,244 464 ES 
Milwaukee.................. 12,530,113 $5,177,455 22,647,342 180 
St. Louis . 15,789,620 44,361,543 28,571,923 
Washington, D. C. 12,544,558 54,357,691 41,813,133 sss * 
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‘The figures given in all cases include 
residential commercial, and industrial 

: buildings. They also include public 

institutions, public works and _utili- 

ties, social, recreational, educational, 
and memorial structures. 
Only the first three classes pay munic- 

- ipal taxes, and where any city has had 

a large program of public building 

such a factor would unbalance its 

‘papas of building construction to 
meet the local demand for housing, 
commerce, and industry. The pro- 
portion of these to the whole in 1925, 

1926, and 1927 in the entire country 

was approximately from fifty to fifty- 

per cent. 

In the Pittsburgh district, in 1926 
and 1927, they were reported to be 
fifty-six per cent and sixty per cent, 
respectively, showing a slightly higher 
‘percentage of housing. But this dis- 

trict includes a very large contiguous 
suburban district, in which housing 

was reported to be as much as eighty 

_ per cent of the entire volume of con- 
struction. It, therefore, seems safe to 
estimate the housing and other taxable 
construction in the city to be approxi- 

mately proportionate to that of the 

entire country, and in this respect to 


be fairly comparable with such con- 
struction in other cities. 

The boroughs and townships sur- 
rounding the city of Pittsburgh have 
had, during the period 1924 to 1998, 
an unprecedented volume of building 
construction. In 1924, it was reported 
as amounting to $16,112,408; in 1995, 
to $15,732,046. In 1927, eleven bor- 
oughs and townships, out of a total of 
one hundred and twenty in Allegheny 
County, had a_ building program 
amounting to $15,060,810, of which 
above eighty per cent was for new 
housing, and in 1928 and 1929 these 
figures were authentically reported as 
having been greatly exceeded. 


FurtHER EviIpENCE 


Pertinent to this inquiry is the 1998 
report of the Department of Labor, 
Bulletin 469, summarizing building 
permits issued during 1927, and the 
May, 1929, report of the same Depart- 
ment, reporting the building permits 
issued during 1928, in nearly all the 
cities of the country. 

In 1927, among twelve of the cities 
comparable with Pittsburgh, we find 
that nine had a larger ratio of new 
housing per ten thousand of popula- 


1927 Report ror TWELveE CITIES 
Number of | Ratio per Per Capita 
City Population Families 10,000 Construction 
Provided for | of Population Cost 
ee 665,500 2,588 38.9 $55.76 
eee 972,500 3,631 37.3 46.77 
1,334,500 15,614 117.0 109.07 
550,000 3,373 61.3 60.13 
Se 2,035,900 12,197 59.9 57.76 
540,000 
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1928 Report ror Twenty CiTIEs 


Per Per Capita 
— Capita | Rank | Construction 
City | a Population Provided | 10,000 of Construc- of Cost for 

tion City | Housekeeping 
Pp 
aa! P+ Cost Purposes Only 
Baltimore. ..... 830,000 2,884 34.7 $40.88 160 $15.25 
eee 799,000 6,805 85.1 69.69 67 33.62 ty 
555,000 3,181 57.2 43.90 149 19.34 
3,157,400 34,447 109.1 102.46 32 55.35 
Gleclemeti............ 413,700 3,559 86.0 85.71 46 52.28 
Cleveland... . 1,010,300 3,167 31.3 55.59 107 16.08 
1,378,900 15,929 115.5 93.74 42 48.13 
Indianapolis. .. . oa 382,000 2,511 65.7 57.49 98 26.76 be: 
New York............] 6,017,500 109,523 182.0 152.33 15 87.49 
Newark, N.J.......... 473,000 3,288 69.4 72.39 61 $5.17 
Milwaukee............ 544,000 4,965 91.2 65.06 81 ae 
Minneapolis........... 455,000 2,240 49.1 51.01 127 18.38 Ky 
Philadelphia...........| 2,064,000 10,576 51.2 54.37 113 24.92 
Pittsburgh. . 673,800 2,544 37.8 58.44 96 19.70 
144,700 292 20.2 32.01 206 11.28 
848,100 7,190 84.8 50.50 181 22.67 iv 
Seattle................| $83,200 4,658 121.6 90.83 44 41.32 
San Francisco......... 585,000 6,084 103.9 64.08 85 34.08 ei 
Washington, D.C...... 552,000 4,305 78.0 97.78 37 53.63 
Yonkers, N. Y......... 121,300 4,216 347.6 293 .64 2 243.64 


tion, and the per capita cost of new 
construction was higher in eight cities 
out of twelve. Pittsburgh also fur- 
nished new housing for a lesser number 
of families than any of the other cities. 

My 1928 tabulation includes Scran- 
ton, where the graded tax law applies. 
Yonkers, New York, is included, be- 
cause during 1928 it stood second in 
per capita cost of building construction 
in the entire country. 

The report shows that among the 
twenty cities in the tabulation, Pitts- 
burgh, in the ratio of new housing per 
ten thousand of population, exceeded 
only Cleveland, Baltimore, and Scran- 
ton. In per capita construction costs 
it ranked twelfth among the twenty 
cities selected, and in construction for 
housekeeping only it ranked fifteen. 

To me, these figures present cumu- 
lative and corroborative evidence that 
the very large volume of building con- 
struction in the city of Pittsburgh 


during the post-war period cannot be 
attributed to the graded tax law and 
that the city had no advantage over 
other cities. The record produced is 
evidence that the city has participated 
in the unprecedented prosperity of the 
entire country. This is particularly 
demonstrated by the exceedingly large 
volume of dwelling house construction 
in the suburban districts of Pittsburgh, 
in which the graded tax law does not 
apply, that buildings when needed by 
the community and warranted by its 
buying power will be produced, even 
in competition with a larger com- 
munity offering favorable tax discrim- 
ination as an inducement to the builder 
and the home owner. 


Law EncouraGe CONGESTION? 


At this point I feel constrained to 
refer to the possible effect of the graded 
tax law upon the volume of office build- 
ing and apartment house construction. 
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_ ‘ie E. R. A. Seligman, of Co- 
lumbia University, a competent and 
well-known tax authority, in an article 
contributed to the Proceedings of the 
National Housing Conference, 1915, 
expressed a warning against an undue 
an a optimistic view of the problem of 


untaxing buildings. The learned au- 
thor seems to fear “that the untaxing 
_ of buildings will increase the congestion 
per acre .. . increase the tendency to 
_ erect lofty tenement houses and decrease 
the tendency to have little gardens 
about the houses in the suburbs.” 
Undoubtedly this theory is founded 
on well-established economic princi- 
ples. It cannot, however, as yet be 
proved by Pittsburgh’s experience. 
True it is that in the city, in recent 
years, there have been many apart- 
ment buildings erected, multiple dwell- 
ings of large dimensions and many 
stories in height in the better resi- 
dential districts. Quite a large num- 
ber of apartment buildings of three and 
four stories, which buildings do not 
have elevator service, have also been 
added to the city’s housing facilities. 
This class of buildings has, however, 
also been erected in a number of the 
‘suburbs; and other cities, comparable 
to Pittsburgh, seem to have just as 
large a proportion of them. 
Emanating from the Pittsburgh 
Housing Association, there has recently 
been offered the proposal to amend the 
graded tax law so that open spaces 
about dwelling houses shall be taxed as 
if they were part of the building. This 
law is aimed at density of land use, and 
is an indication that in the minds of 
some there is a fear that the graded 
tax law may encourage the congestion 
per acre, against which Professor Selig- 
man issued his warning. 


EFrrect oN RENTALS 


The housing and rental conditions 
in Pittsburgh are important as a part 


7 


of this study, particularly so since the 
graded tax law was to operate benefj- 
cially and its certain effect was to 
provide an abundance of dwellings and 
thus reduce rentals. Lower rentals 
have not been in evidence. This, of 
course, has been true in all large cities; 
but it has been shown by careful in- 
vestigation that rents in Pittsburgh in 
recent years have been higher than in 
any other city. 

There has been no factor contribut- 
ing so much to the large building con- 
struction in the city as has the great 
increase in rentals. These rents have 
advanced more rapidly and to a 
greater extent than justified by the 
rise in building costs. In the last two 
years the reports have indicated a 
comparatively moderate reduction in 
rents, followed by a reduction in the 
volume of housing construction. 

Louis K. Manley, Dean of the School 
of Business Administration of the Uni- 
versity of Pittsburgh, several years 
ago made an extensive study of the 
rents and housing conditions in the 
city. In an address before the Penn- 
sylvania Real Estate Association, he 
reviewed this subject very ably and 
thoroughly. Quoting from this ad- 
dress, I submit the following excerpts: 


In 1913 there were only two apartments 

or houses of this class (four, five, and six 
rooms) offered for rent above $70 per month, 
and these two rented for less than $80. . 
In 1913 there were more than 2,500 apart- 
ments and houses (four, five, and six 
rooms) advertised for a monthly rental of 
$30 or less. 


But the Dean says further: 


In 1925 there were 1,682 houses offered 
at above $80, as against none in 1913, and 
2,650 above $70, as against two in 1913; 
whereas 2,547 apartments and houses of 
this size were offered for rent in 1918 at 
$30 or below, in 1925 only 130 were so 
offered. 


I am also constrained to quote from 
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a study of Housing Rents in Pitts- 
burgh, made under the direction of Dr. 
Joseph M. Gillman and published by 
the University of Pittsburgh. The 
pamphlet was published in 1926, and 
was later incorporated in his subse- 
quent study, Rent Levels and Their 
Causes. 

In 1918 and 1919 the average rent per 
year per room in houses and flats and 
apartments was as follows, viz.: 


Rents 
City lin Dollars! P& 
(in cents) 
Pittsburgh............| $51.33 75.5 
80.3 
80.2 
New 45.83 70.6 
San Francisco......... | 45.60 90.6 
42.88 77.5 
42.84 67.7 
76.5 
Newark, N.J..........] 30.08 72.3 
68.1 
69.1 
Los Angeles...........| 94.62 67.6 
Philadelphia and Camden| 32.93 67.7 
Milwaukee............| 32.39 69.8 


In another table of average monthly 
rents in Pittsburgh in specified months, 
he shows an annual average for the 
years 1913 to 1925, as follows: 


—_— Actual Rent Index 

in Dollars Number 
1913 25.43 100.0 
1914 26.65 104.8 
1915 28.89 1138.6 
1916 29.65 116.6 
1917 36.13 142.1 
1918 39.04 153.5 
1919 40.85 160.6 
1920. 60.94 239.6 
87.40 343.7 
1922 75.15 295.5 
1923 86.56 340.4 
1924 78.52 308.8 
1925 70.92 278.9 


On page 73, he says: “Rents were 
still high in Pittsburgh in the Spring 
of 1926. They were 168.9 per cent 
above Spring rents in the year 1913.” 

The above study has not been ex- 
tended beyond 1926. Reports, how- 
ever, on rental and housing conditions 
periodically since then indicate that 
reductions have been made. On the 
usual four, five, and six-room apart- 
ments and dwellings, renting from 
fifty dollars to one hundred dollars per 
month, the reduction per month from 
year to year has averaged $2.50. On 
the higher priced ones these reductions 
have been greater, but on the cheaper 
houses and tenements they have been 
less, so that the total reduction for the 
four years has not averaged more than 
ten dollars per month, bringing the 
average rents as reported by Dr. Gill- 
man’s study down to sixty dollars per 
month and the index numbers to 232, 
as against an index number for building 
costs for 1929 of 200. #1 


INCREASE IN INDUSTRIAL LAND 


My study also included that of the 
increasing land values, and particu- 
larly the increase in industrial land, as 
shown by the records of the assessor’s 
office in Pittsburgh. Ninth Ward in- 
dustrial land, assessed in 1913 at 
$35,000 per acre, rose to $40,000, 
$45,000, and $50,000 per acre in 1928. 
The Tenth Ward increases were from 
$7,000 per acre, in 1913, to $15,000 per 
acre in 1928; there were also rises from 
$8,000 to $20,000, and from $20,000 to 
$40,000. In the Fifteenth Ward the in- 
creases were from $16,000 and $20,000 
per acre to $30,000 and $35,000. In 
the Seventeenth Ward, $40,000 values 
were raised to $60,000; in the Twenty- 
first Ward, $22,000 to $37,500; and in 
the Twenty-seventh Ward, from 
$18,000 to $30,000, in 1928. In 1914, 
land valuations in the first twenty- 
seven wards of the city aggregated 
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— 

$481,741,700. In 1929, the same 
Bey wards showed a land value of $565,- 
885,020, an increase of $84,143,320. 

Land values in eight residential wards 


of the city advanced as follows: 
1924 1929 
..| $19,188,950 | $20,935,590 
Eighth 17,222,390 20,583,330 
Eleventh.......| 25,370,190 26,566,240 
Twelfth........| 12,283,810 | 12,287,600 
Thirteenth......| 8,551,630 | 9,646,350 
Fourteenth. ....| 33,503,590 39,219,250 
Fifteenth... .... 11,758,590 12,535,320 
Nineteenth. ....| 14,294,650 15,864,730 


An interesting phase of the subject 
is presented by an analysis of properties 
in the Thirteenth Ward. I have 
chosen this particular ward for the 
reason that it is frequently referred to 
by advocates of the graded tax law as 
having enjoyed great benefits. 

This ward has 4,442 taxable owners. 
It had in 1929 a total land value of 
$9,646,350, or an average assessment 
per owner of $2,171 for land; its build- 
ing value in 1929 was $17,880,750, or 
an average building assessment per 
owner of $4,025. Three large corpora- 
tions have extensive holdings, so that 
the average private owner’s property 
is of less value than above indicated. 
Of the 4,442 taxable owners, approxi- 
mately 3,500 have the advantage of a 
lower tax rate than their neighbors; 
of the others, about three hundred 
have properties where the land has a 
greater value than the buildings, and 
these are by no means the better class 
of properties. The following table con- 
tains fair samples of the proportion 
between land value and dwelling value. 

Of the vacant land owners, I found 
fewer than ten assessed with blocks of 
lots, and these ranged from ten to 
sixty lots. They were being held for 
prospective purchasers of single lots, 
as the market offered the opportunity. 


— 


Land Dwelling 


$625 $300 
80 492 
1,125 7 600 
950 700 
1,875 800 
1,650 1,000 
2,500 1,000 

7 4,270 1,000 
4,750 2,800 


Two tracts were assessed as acreage, 
one containing a fraction over ten 
acres, the other a fraction over one 
acre. Of the 3,500 owners enjoying 
the lower tax rate, a very large number 
had investment properties consisting 
of either rows of houses or apartment 
buildings. The Thirteenth Ward is 
probably fairly representative of the 
more densely occupied wards of the 
city, and approximately the same pro- 
portions should prevail in the others. 


CONCLUSION 


This study has been extended to 
greater length than was anticipated at 
the beginning. This was due, in a 
large measure, to a desire to cover the 
subject as fully as possible, in order 
to determine conclusively the merits of 
Pittsburgh’s system of taxation, and to 
answer the question whether the bene- 
fits produced have been sufficient to 
justify the non-uniformity of the tax 
law. 

The evidence or data presented 
should satisfy any student of munici- 
pal taxation that the discrimination 
inherent in the system is unjust and 
unfair; that it reduces the burden of 
taxes on the property best able to pay 
and increases the tax upon that which 
is least able to bear the burden; and 
that it violates the constitutional 
principle that all taxes shall be uni- 
form upon the same class of subjects. 
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ae Actual Selling Price of Real Estate 
as Evidence of Fair Present Value for 
Purposesof Taxation 
By Karu Scuouz ‘yout 


Assistant Professor of Economics, University of Pennsylvania, Philadelphia, Pennsylvania __ 


T is the purport of the laws of prac- 

tically every state of the Union in 
which the general property tax still 
constitutes a basic source of revenue 
for state and local purposes that 
property shall, for purposes of taxation, 
be assessed at its fair present value. 
Since the general property tax in the 
United States has resolved itself largely 
into a tax on real estate values, the 
following discussion will be limited to 
a critical analysis of the commonly ac- 
cepted determinants of such values and 
to an examination of their validity as 
adequate evidence of values for pur- 
poses of taxation. 

Numerous attempts have been made 
in legislative enactments and court 
orders to explain how the fair present 
value of real estate for taxation pur- 
poses is to be ascertained, and what 
evidence is to be employed by assessors 
in establishing it. In general, the 
principle that the actual sale price of a 
parcel of real estate is the soundest 
evidence of fair present value has found 
wide acceptance among taxing authori- 
ties. It is “recognized by courts as the 
best evidence of value, and in the final 
analysis is the basis of all expert opin- 
ions in such matters.””! 

Actual sale prices of real estate as 
the best evidence of fair present values 
of real estate for tax purposes have 
found such general acceptance among 
assessors of real estate in American 
communities that little serious thought 
has been given by them to the necessity 
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of analyzing these sale prices before 
employing them as evidence. Yet, it 
is common knowledge among those 
conversant with real estate values that 
the actual selling price of a parcel of 
real estate, particularly in an active 
real estate market, frequently bears 
only a remote relationship to what is 
commonly regarded as its fair present 
value. 

The wide acceptance of the selling 
price theory as evidence of fair value 
for taxation purposes is apparently 
based on certain specific assumptions, 
namely: (1) that the selling price has 
been established in a free market, in 
which independence of action and 
freedom of choice exists among buyers 
and among sellers; (2) that the actual 
considerations involved in the trans- 
actions thus consummated have been 
made known to the assessor; and (3) 
that the actual selling price involved in 
each real estate transaction bears an 
approximately uniform relationship to 
the present income-yielding capacity of 
the parcel transferred, and thus meas- 
ures the taxpaying ability derived 
from the ownership of this real estate. 

Let us examine the validity of each 
of these assumptions. 


SELLING Price THEory EXAMINED 


The first assumption, that real estate 
is sold in a free, competitive market, 
by a willing seller—willing but not 
compelled to sell to a willing buyer, 
willing but not compelled to buy—is 
often contrary to fact. Just what 
constitutes a free, competitive market? 
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a Edie has very lucidly set 
forth the characteristics of a competi- 


vo tive market: 


| A competitive market assumes a body of 

buyers and a body of sellers coming to- 

Z gether, each endeavoring to buy or sell on 

the best possible terms, independent of 

conspiracy or collusion, and amply informed 

as to conditions of supply, demand, and 

prices bid and asked by all other competi- 

tors. Three indispensable characteristics 

of a free market stand out. First, there 

- must be accessibility to the market. This 

7 means not merely physical access to the 

_ lace but legal access to the rights of offer- 

ing or asking prices at the place. Accessi- 

bility implies legal rights as well as physical 

visitation. Second, there must be inde- 

_ pendent action, freedom of choice. Buyers 

_and sellers must have no common under- 

_ standings, agreements, or powers which 

put fear or favor into their dealings. 

Third, all parties must have adequate 

knowledge of trade facts. Such knowledge 

: must include information on what other 

= are paying in that market.” 

~ It is particularly the latter two char- 

acteristics of a competitive market, as 

described above, which are frequently 

_ lacking in real estate transactions. In 

any growing city, a large percentage of 

all real estate transfers may be said to 

fall into two distinct classes, the one 

consisting of purchases of specific 

tracts for specific purposes, the other 

of purchases in anticipation of specu- 

lative increases of site values. In the 

former case, there is no competition 

among buyers, and frequently not 

among sellers. Consequently, freedom 

of choice becomes almost meaningless. 

It is common knowledge that in urban 

areas certain manufacturers, commer- 

cial enterprisers, and other residents, 

may require sites adjacent to their 

present holdings, either for the develop- 

ment of their industrial or mercantile 

properties, or for the better enjoyment 


*Lionel D. Edie, Economics: Principles and 
Problems, pp. 179-80. 
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of their residential locations. Even 
though a parcel of land of exactly the 
same size as that needed, possessing the 
same topographical peculiarities and 
subsoil structure, were available in 
another location, it would not ma- 
terially affect the choice of the required 
site. The two areas are alike in every 
respect except one, location. But this 
is the all-essential dissimilarity, which 
frequently limits the possibility of 
competition between various parcels of 
real estate. The owners of the desir- 
able adjacent tracts, or their represent- 
atives, are usually in possession of 
knowledge that their land may be re- 
quired by their neighbors. If they are 
secure in the possession of their 
property, they can exact a price in ex- 
cess of what would commonly be re- 
garded as fair present value. There is 
in all such transactions an element of 


“hold-up” value. ial 


When a business organization is re- 
quired to expand its plant, it may be 
compelled to purchase plots of ground 
adjacent to its present holdings. A 
proposed building on the business 
property could be erected in any other 
part of the city at approximately the 
same cost. The sellers of building 
materials and of labor services, which 
enter into the construction of the build- 
ing, are competing among each other 
for the job, and the prices paid for such 
materials and services will normally be 
established on a competitive cost basis. 
However, this is not true in the case of 
building sites. The owners of other 
sites cannot compete in the sale of their 
properties with the owner of the site 
adjacent to the business requiring ex- 
pansion. This owner is in somewhat 
of a monopoly position, and can “hold 
out” for his price, which must be paid 
by: the business desiring to expand at 


SALEs OF BUILDING SITES 
Non-ComPETITIVE 
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its present location. To move to an- 
other locality might entail serious loss 
to capital investment, and would com- 
monly be regarded as economically 
wasteful. The price of real estate sold 
under such conditions will tend to vary 
considerably from the fair competitive 
price which would prevail if parcels of 
real estate were interchangeable and 
standardized marketable products, as 
are building materials, industrial equip- 
ment, and, in fact, the large bulk of 
commodities which are bought and 
sold every day. 

It may be true that there is competi- 
tion among the uses to which land may 
be put, and that in the long run selling 
prices will tend to reflect prices repre- 
senting the best economic usage of each 
parcel of real estate, meaning by “best” 
that use which will yield the greatest 
net income. But, in many American 
cities today land is being withheld 
from its “best” present use in an- 
ticipation of a still better use in the 
future. 

This leads to a consideration of the 
second class of transactions referred to 
above, those in anticipation of specula- 
tive increases in site values. Such 
transactions differ essentially from 
speculative transactions in corporate 
securities, since real estate does not 
lend itself to “short” selling, as do 
stocks. It is impossible to sell a tract 
of real estate which one does not yet 
possess, with a view to borrowing an- 
other identical tract, or title to an 
identical tract, to make delivery when 
required. As arule, there are no inter- 
changeable real estate “units.”” Each 
tract is individual and is not inter- 
changeable with others. 

Rumors of either public or private 
improvements within an urban area, 
such as the construction of a railroad 
terminal, a bridge, or a subway, will 
cause real estate selling prices to ad- 
vance sharply in the vicinity, long be- 


fore the proposed improvements have 
been completed or even begun. Com- 
petitive buyers are largely guided in 
their judgment as to the prices they are 
willing to pay by their guesses at po- 
tential future incomes, and the fortu- 
nate sellers of the properties in the 
vicinity reap the speculative profits. 
The selling prices, under such circum- 
stances, will tend to rise considerably 
above what is commonly regarded to 
be the fair present value of the proper- 
ties. The purchaser, who has paid a 
price for a speculative risk, is subse- 
quently taxed on this purchase price, 
while the seller, who has “‘unloaded”’ 
profitably, can evade property taxes on 
the funds he has realized in the trans- 
action. 

Assessments of real estate for taxa- 
tion purposes, moreover, are frequently 
made only at three, four, or possibly 
five-year intervals. If the assessment 
period falls in a year of speculative ac- 
tivity in the real estate market, the 
speculative sale prices may continue 
as the assessment basis for years after 
the speculative period. In the dull 
market following a wave of speculation, 
it is practically impossible to sell “at 
any price.” The large number of 
“forced sales” will tend to depress the 
market still further, so that the sale 
prices established under such condi- 
tions will frequently bear only a very 
remote resemblance to the legal “ will- 
ing buyer, willing seller” fiction. 
Many mid-western farmers are today 
said to be continuing the payment 
of taxes on assessments based on 
sale prices established during the 
speculative “boom” period a decade 
ago. 

We are thus led to conclude that all 
those real estate sale prices which 
contain in them an element of compul- 
sion, rather than freedom of choice, and 
those which reflect speculative trans- 
actions, are inadequate as sound evi- 
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; dence of fair present values for pur- 
poses of taxation. 


Data DirFiIcutt To OBTAIN 


oe We may next consider the second 
_ assumption, that the actual considera- 
tion involved in each real estate trans- 
action is made known to the assessor. 
_ Anyone who has attempted to compile 
data of actual selling prices of urban 
real estate will be familiar with the 
difficulties involved in obtaining the 
desired information. A recent thor- 
ough investigation of all recorded deeds 
in a Rhode Island town over a year’s 
period, when all classes of real property 
were transferred, showed that the 
largest amount mentioned as legal! con- 
sideration in any of these deeds was 
one hundred dollars. In only a rela- 
tively small number of cases do the 
_ published newspaper records of real 
estate transfers state the actual sale 
prices involved. The familiar “one 
dollar in lawful money”’ cannot give an 
assessor much valid information as to 
_ selling prices of real estate. 

Prior to the repeal of the Federal 
Revenue Act provision, requiring 
stamps to be affixed to deeds in accord- 
ance with actual cash considerations 
involved in a real estate transfer, 
assessors were able to obtain some 
slight indication as to actual selling 
prices of real estate. But, even this 
evidence could not be accepted as final, 
for not infrequently stamps were 
_ affixed to deeds by speculators in real 
estate, to convey to prospective pur- 
chasers an impression of enhanced 
value. Theunreliability of the Federal 
Revenue stamps as evidence of actual 
sale prices was set forth in an investi- 
gation made in 1923 by the State 
Board of Equalization of California. 
The board’s report concluded that 
_ Federal Revenue stamps, as a source of 
information as to real estate values, 
were of little significance, since it was 
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early apparent that such dees were 
not a reliable index of the consideration 
realized in a sale. * 

The third assumption, however, that 
the actual selling price involved in each 
real estate transaction bears a fairly 
uniform--relationship to the present 
income-yielding capacity of the prop- 
erty, and thus measures the current 
taxpaying ability derived from. its 
ownership, is most questionable.‘ 

This assumption would perhaps be 
sound if every selling price of real 
estate reflected a reasonable estimate 
of present realizable income, capital- 
ized at approximately the same rate of 
interest. In other words, if the selling 
prices of real estate, employed by 
assessors as evidence of fair present 
value for purposes of taxation, corre- 
sponded in general to a capitalization 
of net realizable returns at a rate of 
three per cent, or any other uniform 
rate, such selling prices could be em- 
ployed equitably in assessing other 
properties having similar characteris- 
tics. But, if in one instance a selling 
price realized in a transaction repre- 
sents net income capitalized at six per 
cent, another at three per cent, anda 
third represents no present realizable 
returns at all, it becomes obvious that 
such selling prices neither have a uni- 
form relationship to present taxpaying 
ability, derived from present realizable 
income on the investment, nor furnish 
an adequate basis for judging the fair 
present value of other parcels of real 
estate for taxation purposes. 


EARNING Power VERSUS SELLING 
PRICE 


It appears to be the theory of. ad 
valorem taxes in the United States 


Zangerle, Principles of Real Estate Appra 
ing, p. 78. 

* The term “income”’ in this connection is em- 
ployed to designate realizable money income 
a the use of a parcel of real estate. 
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today that such taxes shall be a meas- 
ure of the taxpaying ability which an 
individual derives from his ownership 
of the property taxed. Ownership of 
property is an indication of economic 
power. This economic power is indi- 
cated objectively in the incomc-yield- 
ing capacity of the property owned, 
and not necessarily in the purchase 
price which an individual had to pay to 
obtain possession of the property. As 
pointed out above, the seller may de- 
rive a present income from the funds 
realized on the sale, but these are not 
the values that are taxed when real 
estate is assessed for tax purposes on 
the basis of its sale price. The pur- 
chaser, who may have been compelled 
| topay a “hold-up” price, and thus as- 
sumes all the risks incidental to realiz- 
ing a reasonable return on his capital 
outlay in the future, finds that he is 
taxed on the basis of the purchase 
price. 

In view of this fact, it would seem 
reasonable to stress the earning power 
rather than the sale price of a parcel 
of real estate for assessment purposes. 
It has frequently been observed that 
there are wide discrepancies between 
slling prices of real estate and the 
present rates of net return on the in- 
vestments, not only at any one time, 
but also over a period of time. This is 
equally true of rural and of urban real 
estate.6 The discrepancies may be 
attributable, in part, to changing taxes 
and varying depreciation costs, but 
far more important is the factor of 
anticipated future income affecting 
sale prices. In any active real estate 
market, the annual depreciation in the 
value of improvements over a period of 
years is often more than offset by the 
appreciation in the value of the land. 
Ifthe two amounts were the same, and 

‘Clyde R. Chambers, “Relation of Land In- 


come to Land Value,” Bul. No. 1224, U.S. Dept. 
Agr., pp. 28ff. 


Estate VALUE For oF TAXATION 


the initial value of a parcel of real 
estate were equally divided between 
the land and the improvements, the 


selling price during the lifetime of the — 


improvement would tend to vary 
primarily with changes in the purchas- __ 


ing power of the dollar and with changes | 


in prevailing interest rates on long- 


time investments. Selling prices es- 
tablished in a competitive real estate — 
market would, in other words, tend to _ 
bear a fairly uniform relationship to — 


recurring net returns, capitalized at the 
prevailing rate of interest. But when 


the belief prevails that the future in- | 
come to be derived from the ownership — 


of a parcel of real estate will be greater 


than the present returns on investment, | 


prospective buyers will be willing to _ 


pay a price for this potentially greater 


income, and prospective sellers will 


demand a present payment for what 
they consider the larger future incomes 
capitalized into present values. 

The selling prices of real estate in all 
such cases reflect two primary value 
influences, one, the regularly recurring 
present income, and the other, the 
anticipated increment in income. The 
relative importance of these two value 
influences tends to vary with the loca- 
tion of the parcel of real estate, its 
present and potential uses, the antici- 
pation of improvements to the area, the 
growth in population and prosperity of 
the community, the condition of the 
real estate market, and many similar 
factors. But both influences are pres- 
ent to a greater or less degree where 
there is definite knowledge of a limited 


economic supply in any given area ; 


under conditions of increasing demand. 
In consequence, it frequently happens 
that the same selling prices of two 
parcels of real estate will represent 
present realizable income, capitalized 
in one instance at five per cent, or 
more, and in another at two per cent, or 
less. 
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As the ratio of anticipated larger re- 
turns to the present regularly recurring 
income increases, its influence on the 
selling price will be correspondingly 
greater. Not infrequently, real estate 
transactions are consummated at fancy 
prices, where there is practically no 
present earning power. In such cases 
buyers pay prices for real estate, re- 
flecting solely the anticipated future 
growing income, discounted into pres- 
ent market values, which under present 
day conditions are employed by asses- 
sors as a basis for assessment. 


Taxinc Estate VALUES 


Let us next consider the effects of 
taxing real estate values, based on sale 
prices which do not clearly differentiate 
between the two basic value influences 
noted above. A tax levied on a valua- 
tion based on the present realizable in- 
come influence will normally be paid 
out of the income derived from the 
parcel of real estate, unless, indeed, the 
amount of the tax should exceed this 
income. If the owner of the parcel of 
real estate is realizing the full present 
net income, the tax levied on this in- 
come value can be shifted only very 
indirectly through its effect upon sub- 
sequent improvements on the property. 
It will normally fall on the net income. 
But, a tax imposed upon valuations 
based on the second value influence, as 
reflected in actual selling prices, may 
have to be paid out of other income, if 
present realizable income is insufficient 
to pay the tax, and does not necessarily 
rest where it is imposed. 

In the final analysis, all taxes are 
paid out of current income, and author- 
ities on taxation are generally agreed 
that taxes which cannot be easily 
shifted are less liable to cause injustice 
than those which can be, and are, 
shifted in whole or in part. Since ac- 
tual selling prices of real estate fre- 
quently contain the second value 
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influence—anticipated increased jp. 
come—to a greater or less degree, g 
tax imposed on valuations derived 
from this factor does not necessarily 
fall where it is imposed, and conse. 
quently its effects may produce decided 
injustice to the taxpayer. 

It has been argued that in taxing 
real estate values it is not the purpose 
to tax only present realizable rental 
values, for if only these values were 
taxed much valuable real estate which 
does not have any present income. 
yielding power would escape the real 
estate taxentirely. Speculative values 
based on increasing income in the future 
would not be taxed at present, and this 
would encourage further speculative 
activity in real estate. 

Those who hold this view do not ap- 
pear to differentiate between the fiscal 
and the regulatory purposes of taxa- 
tion. Taxes imposed on real estate 
values based primarily on_ present 
realizable net income would serve as 
sound fiscal measures. They could be 
apportioned among different parcels of 
real estate in accordance with taxpay- 
ing ability derived from the ownership 
of the real estate. Furthermore, they 
would tend to become increasingly 
equitable by levying more and more on 
the rental values of land and by gradu- 
ally untaxing building values. 

On the other hand, taxes imposed for 
regulatory purposes are not based on 
the “faculty” theory. When they 
accomplish their purpose fully, they 
ordinarily yield very little revenue. 
But the speculative values on which 
such regulatory taxes are imposed are 
neither a measure of present taxpaying 
ability, nor can they be employed 
equitably to evaluate other properties 
for fiscal or revenue purposes of taxa- 
tion. 

If, therefore, actual selling prices 
are to continue to be employed by as 
sessors as the basis for determining fair 
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value of real estate for tax purposes, 
each selling price should be carefully 
analyzed with a view to determining 
how much of the sale value is derived 
from present realizable net income, 
capitalized at a uniform rate of interest, 
and how much represents anticipated 
future income, discounted into the 
present market value. Only by re- 
quiring such careful analysis of each 
selling price of real estate on the part of 
assessors can we hope to segregate the 
value influences which make up the 
selling price, and thus arrive at a more 
equitable basis of assessment of real 
estate for fiscal purposes. 

If subsequently the speculative 
values contained in selling prices 
are to be taxed spearately, it should 
be clearly understood by the taxpayers 
that such taxes are intended primarily 
to regulate speculation in real estate 
and not to serve as fiscal measures. 
Nor should the speculative value in- 
fluence in actual selling prices be em- 
ployed to evaluate other properties 
for fiscal purposes. ‘To do so is to im- 
pose regulatory penalties on owners of 
real estate who are not in the specula- 
tive market with their property. 


RENTALS AS Basis or ASSESSMENT 


In recent years, increasing attention 
has been given by some taxing authori- 
ties to the rental or income value of 
real estate as the basis of assessment. 
Thus, the special tax committee of 
lowa and the committee on tax investi- 
gation of Oregon in 1923 urged the 
consideration of earning power of 
property as the basis for valuing real 
property for purposes of taxation, and 
the Wisconsin tax commission last 
year also abandoned the selling price 
theory. There appears to be a slowly 
growing recognition of the fact that 
present earning power of real property 
isa sounder basis of assessment than is 
the actual selling price. 


Estate VALUE For Purposes oF TAXATION 
~ 


The assumption that selling prices 
of real estate are derived from earning 
power capitalized at the prevailing rate 
of interest on investments has led to 
much of the unsoundness inherent in 
the selling price concept. Economic 
theory has in part helped to perpetuate _ 
the inequity by maintaining that the 
market or sale value of any capital 
asset represents, and is determined by, 
capitalized anticipated net income at 
the prevailing interest rate. This 
process assumes a regularly recurring 
income from one period to another. 
But, where there is a speculative growth a 
in income reflected in selling price, this _ 
value influence does not represent a war: 
regularly recurring income, capitalized _ 
at a given rate of interest. It should, 
therefore, be segregated from the sale 
price, to arrive at that fair selling price 
which may serve as a sound basis of — 
taxation for fiscal purposes. 

To sum up, actual selling prices of — 
real estate are not necessarily sound © 
evidence of fair present values for pur- 
poses of taxation, for they ‘frequently _ 
are the resultant of two distinct value _ 
influences. Assessors should be re- 
quired by law to analyze carefully the | 
separate value influences affectingevery | 
sale price made known to them, with 
a view to arriving at valuations, which _ 
will bear an approximately uniform — 
relationship throughout the taxing 
district to the present realizable net in- 
come from each parcel of real estate, 
and thus establish a more sound and 
equitable basis of property valuation 
for purposes of taxation. ; 

With approximately forty per cent 
of the farms in the United States oc- 
cupied by tenants, and with perhaps an 
even greater proportion of leased prop- 
erties in many of our American cities, 
a body of evidence as to fair present 
value based on present earning power 
could be made available to assessors 
far in excess of the sporadic sale prices 
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which are now used as primary evi- 
dence. In the city of Philadelphia 
alone, there are upward of two hundred 
thousand individual homes occupied by 
tenants. Leases are usually for a one- 
year period, and rentals tend to reflect 
competitive market conditions. Fur- 
thermore, in the central areas of many 
American cities, unimproved land has 


6For a more detailed discussion of tenancy in 
the United States, see the article by George S. 
Wehrwein and Coleman Woodbury in this 
volume. 


Tue ANNALS OF THE AMERICAN ACADEMY 


in recent years yielded a lucrative pres. 
ent income to its users for automobile 
parking purposes. A thorough investi. 
gation into the present net earnings of 
such lands would serve as further valy. 
able evidence in determining present 
earning power as a basis for assessment, 
In general, it would seem that evidence 
of earnings of real estate could be ob- 
tained by assessors, which would be far 
more representative and reliableasanin. 
dicator of fair present value for purposes 
of taxation than are actual sellingprices, 
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Taxing Land Values and Taxing Building Values 


By Ricuarp T. 
Director, Institute for Research in Land Economics and Public Utilities; Research Professor — 
in Economics, Northwestern University, Evanston, Illinois wi 
HE very title suggests to the gi 


writer of this article that in eco- 
nomics certain traditions have come 
down to us without any critical exami- 
nation. Sometimes these traditions 
may amount to an obsession. ‘The late 
Allyn A. Young, not long before his 
death, speaking about the Ricardian 
theory of rent, remarked how long it 
has taken economists to overcome this 
obsession. It is no credit to the 
economists that so many things have 
passed from one generation of writers 
to another without critical examina- 
tion. Now is a good time to smash 
some of these traditions. 

There are those who still think that 
it is possible to lay down one general 
rule for taxing land values and an- 
other rule for taxing building values. 
They believe it possible to establish a 
formula which will be generally ap- 
plicable. Those who hold to views of 
this kind have failed to grasp the ideas 
of relativity and of evolution which 
were brought forward by the historical 
school of Germany more than two 
generations ago. Even in reputable 
writers, we find such expressions as: 
“Tax land to bring it into use.” 
It is also often said: “It is well to 
lessen the tax on buildings so as to 
encourage building.” Examine these 
two statements somewhat critically. 
There are all kinds of land. What will 
apply to one kind of land will most cer- 
tainly not apply to another kind of 

d; also, what will apply at one time 
and place will not apply at another 
time and 


Errect oF TAXATION ON Forests — 


Let us suppose we are talking about 
forests in the United States in the year 
1930. Do we want to tax the forest 
land in order to bring it into use? 
Taxation as it has existed in this 
country, let us say, in Wisconsin, has 
led to the destruction of the forests and 
has increased the supply of land offered 
on the market for agricultural use. 
Those who are the best judges in 
Wisconsin tell us that what is needed is 
an increase in the area of land devoted 
to forests rather than the destruction of 
forests on land that is best adapted to 
forests, as is the case in a large part of 
northern Wisconsin. They tell us, 
moreover, that there is already an 
excessive supply of land used for agri- 
cultural purposes. Among the best 
authorities on this subject, in the 
opinion of the present writer, are Pro- 
fessors Benjamin H. Hibbard and 
George S. Wehrwein, of the University 
of Wisconsin. They tell us that we 
cannot have any proper land policy 
without a classification of the land, and 
we must certainly classify the land 
before we frame our tax policies, in 
order to bring them into harmony 
with the desired use of the land. 

Now let us turn to urban land. Do 
we always want more construction of 
buildings and do we need to frame our 
tax policies to encourage construction? 
A survey made by the Institute for 
Research in Land Economics and Pub- 
lic Utilities a few years ago disclosed a 
number of vacancies in office buildings 
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which showed a tremendous oversup- 
_ ply, and this oversupply revealed a 
waste of capital and labor of national 
significance. Do we want a system of 
taxation which will encourage unneces- 
_ sary construction of office buildings? 
In many parts of the country the 
researches made by our Institute show 
a great oversupply of apartment build- 
ings, and this oversupply is sufficient 
_ to be of national significance, in that it 
involves a loss of labor and capital. 
Unhappily, the financial loss caused by 
oversupply of office buildings or of 


= a 


apartments too often falls upon those 

ill able to bear the loss—for example, 
_widows, teachers, preachers, physi- 

- cians—all of whom are regarded by the 

_ Jess scrupulous men in the real estate 
business as easy marks, or, to use the 
phrase of the utterly unscrupulous, 

“‘suckers.”’ 


Heavy TAXATION RESULTS IN 
CONGESTION 


In a great many cities of this coun- 
try, as for example, Madison, Wiscon- 
sin, we find an unfortunate congestion 

_ of population, and for this our present 

_ system of taxing urban land values is 
in great measure responsible. Lots 
that are of suitable size for private 
_ dwellings are further divided, and 

_ houses are placed too close to each 
other. The esthetic appearance of 

_ the locality is very much marred, and 
the conditions are rendered less favor- 
able to health on account of the diminu- 
tion of sunlight and the free play of air 

_ around the dwellings. If one inquires 
into the cause of this congestion, one 
is told again and again that it is the 
heavy taxation on land values. It does 
- not necessarily follow from this that 
the tax on the land should be decreased 
and the tax on buildings increased, 
although this would suggest itself. 
What is needed is a more careful and 
critical examination of the situation 
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and an appraisal of the various forces 
at work leading to the unfortunate 
conditions mentioned. 

In great cities like New York we 
find a utilization of the land which 
many of our best authorities on urban 
development regard as too intensive. 
We have skyscrapers which many 
authorities regard as unfortunate in 
their number and in their height. It 
is admitted that there is a difference of 
opinion about the skyscrapers of New 
York and those of Chicago. The 
dominant opinion in the City Club of 
New York, whose members have given 
a great deal of attention to the subject, 
is that we have a very unfortunate situ- 
ation. If it is conceded that the use of 
the land is too intensive, the suggestion 
is a natural one that the land should be 
less heavily and the buildings more 
heavily taxed. One idea is that we 
should tax the buildings at a progres- 
sive rate when they go beyond a cer- 
tain height. 

If we turn to single family dwellings 
and examine the situation in various 
cities of the country, especially those 
up to, let us say, fifty thousand inhabit- 
ants, we discover in some places sucha 
large supply of dwellings that the 
owners receive a small return upon the 
costs involved in their construction, 
even if due allowance is made for 
depreciation. Do we wish a tax 
policy which in its influences tends to 
increase this oversupply? Should we 
make a distinction between buildings 
occupied by the owners and buildings 
rented to others? It may be that even 
if the rental value of a single family 
dwelling is such as to yield only two 
per cent of the cost, less depreciation, 
the ownership of the home is worth 
while. Home ownership means many 
things that cannot be expressed in 
pecuniary returns. No attempt is 
made now and here to give a solution of 
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should be borne in mind in any tax 
policy if it is to be considered with 
respect to its social and economic 
consequences. 


RADBURN EXPERIMENT 


Is a building site a gift of nature, or 
is it a product of labor and capital like 
the building itself? To what extent 
have economists or others analyzed 
the cost of building a modern city? 
Is the current theory based to too 
great an extent upon traditions that 
should be smashed? This article, 
which is simply suggestive, attempting 
to raise questions but not to answer 
them, may properly close with an 
analysis of costs of making land avail- 
able for use in the building of Radburn, 
New Jersey. Radburn is in process of 
construction by the New York City 
Housing Corporation, which is a limited 
dividend company. The officers re- 
ceive no salary and the stockholders 
realize only six per cent on their in- 
vestment. It has been publicly pro- 
nounced by Mr. Thomas S. Adams, 
General Director of Plans and Surveys 
of the Russell Sage Foundation, to be 
the outstanding success in housing in 
the United States. In the judgment 
of the writer, it is the outstanding 
success not only in this country, but 
in all countries. It is, moreover, the 
laboratory of our Institute for Re- 
search in Land Economics and Public 
Utilities. 

Radburn is situated less than fifteen 
miles from the heart of New York 
City. The cost of the land as pur- 
chased by the company is so small that 
fit had been given to us the monthly 
charge for the houses sold on the in- 
stallment plan could not be appre- 
tiably lessened. The cost of making 
land utilizable in a modern city is more 
and more a public utility cost, if we 
construe the word “public utility” 
broadly so as to include approaches to 
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the land. In Radburn, of which the 
writer is a director, the one item of put- 
ting the wires underground amounted 
to a good deal more than twice the cost 
of the land, and was so expensive that 
the attempt to do so had to be aban- 
doned. We were obliged to rest con- 
tent with making the overhead wires as 
little objectionable as possible. The 
table shows an analysis of costs made 
by the technical staff of the City — 
Housing Corporation. An analysis like — 
this is required if we are to adopt 
proper policies with regard to the © be ; 
taxation of land and buildings. a 
It will be observed that no ripening 
costs and no carrying charges are in- 
cluded. Probably Radburn will ulti- _ 
mately house at least twenty-five — 
thousand people, and the present 
writer would not be surprised if the 
number of residents considerably ex- 
ceeded twenty-five thousand. It — 
would be difficult to complete the city 
without waste in less than ten years; 
this means a very rapid development. _ 
If we allowed an average five-year car- 
rying charge, this would add at least — Mens 
two hundred dollars to the original cost — ae 
of the land. In all probability, if we 
do the very best we can to expedite 
construction, the one item of a carrying | 
charge will exceed the original cost of 
the land to the company. 


CONCLUSION 


Those concerned with the theory or _ 


the practice of the taxation of land 
values have too often ignored the cost 


of making land utilizable. It has fre- 

quently been argued that land is a — 
“gift of nature.” Writers who take _ 
this position forget how much of man’s | 
toil goes into bringing land into use. © 
Recent studies in land economics have © 
shown that land is one form of capital, | 
in the sense that capital is “stored up © 
effort.” Making landutilizable involves 
real costs and heavy expenditures. 
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SvuBDIVISION—BERGEN County, NEW JERSEY 


Seconp DevEeLopMENT or Crry Hovustnc CorPoraTIon 


Explanation 


Cost Per 
Square Foot of 
Salable Lot 


Cost of Lot.... 


Land Cost of Beds 
of Street and Park 
Areas...... 


Purchase price of unsubdivided gross 
land area, including title and title sur- 
vey expenses averaging $2,500 an acre 


Land area devoted to streets and parks, 
forty per cent of gross land area, 
leaving sixty per cent as net usable 
or salable area—consequently add 
40-60% or 24 to above amount, 
making $4,000 an acre 

Cost of grading streets, installing storm 
sewers, sanitary sewers, concrete pav- 
ing, curbs, sidewalks, street trees, 
street lights (electric, gas, water being 
installed gratis) 

Includes the extra costs of a garden 
community: 

(A) Park development, park walks, 
lights, grading, top soil, shrubs, 
benches, play equipment 

(B) Private lot development or yard 
planting work. (This item is 
usually not included as part of 
the cost of real estate and is either 
omitted or considered an extra 
item in construction cost) 

Engineering and architectural fees and 
expenses for planning of the above and 
supervising, plus interest and taxes on 
the land during construction period 
only 

(No carrying charges, i.e., interest and 
taxes, have been added to the cost of 
the land for the period from the time 
of purchase until construction com- 
mences. When this is added the cost 
of the land will beeven greater) 


Total Improved Cost.. 


Cost Per 
Salable Lot 
1,000 Square Feet 


$.50 


$2,000 


face. 


products. 


It is probable that less “unearned taxation of land and buildings, it is 
increment” accrues to the holders of 
land than to the owners of any 
other agent of production. Our taxa- We now have an oversupply of agr'- 
tion policies must look facts in the 
In drawing up schemes for the 


necessary to bear in mind the funda- 
mental laws of demand and supply. 


cultural land and a surplus of food 
This article has shown that. 
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in many cities, an oversupply of build- 
ings has been the result of mistaken 
taxation policies. 

One of the factors leading to the 
confusion which has surrounded the 
taxation of land values is the old theory 
of economic rent. Those who hold 
this theory regard land income as the 
result of the spontaneous action of 
nature and land values as the conse- 
quence of the niggardliness of nature in 
failing to provide an adequate supply 
of land in relation to man’s need for it. 


Economic evolution has disproved 
many of the hypotheses on which the 
Ricardian theory of rent is based. 
Thus, old traditions, which are closely 
bound up with obsolescent theories, 
must be smashed. With the aid of 
patient studies of facts and data we 
must formulate new theories and new 
policies. The concept of economic 
relativity must lead us to draw up 
plans for the taxation of land values 
which will meet the needs of different 
times and of different places. 


= 


| 


] URING the past fifteen years, 
urban real estate values have 
been the subject of a rapid growth, and, 
for several years, in some American 
communities, of a definite recession. 
a The cause was, of course, the World 
~ War which raged in Europe for four 
years, and the resultant currency de- 
preciation. During this time the 
United States also directed much of its 
energy toward helping the allies win 
the contest. 

During the decade extending from 
1918 to 1928, land values in most 
American cities practically doubled, as 
did costs of building construction. 
This rise corresponded roughly to the 
increase in the price of commodities. 
_ Adequately to comprehend the reasons 

leading up to increases in land values, 

_ it is necessary to go back a few years 

and to review the conditions which 
preceded the business and real estate 
booms which swept over America be- 
tween the years 1919 and 1926. Be- 
tween the years 1892 and 1922, the 
American business barometer was 
steadily rising. Price levels were con- 
tinuously going up. This was particu- 
larly true of real estate. One could be 
reasonably certain that one could buy 
almost any piece of real estate and sell 
it at a profit within a reasonable time 
thereafter, no matter what merits, if 
any, it possessed. Rental returns had 
been steadily advancing, particularly 
during the World War period. 


‘ Post-War DEVELOPMENT 


-- During the war, American building 
operations of all kinds were greatly 
restricted, so that when construction 
work was permitted to proceed there 
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was a great rush, the price of labor and 
materials advanced sharply, and it was 
found that building costs practically 
doubled, just as prices of all other com. 
modities had advanced in about the 
same proportion. The man _ who 
thought he had owned a ten thousand 
dollar piece of property found he could 
sell it for almost twice that price, 
Much property changed hands on the 
new high price standard and much 
easy money was made. ‘This condition 
immediately attracted the attention of 
the speculative public, and a genuine 
real estate boom got under way 
throughout the entire country. In- 
come and economic values were totally 
disregarded. “Buy and sell at a big 
profit,”’ was the speculator’s motto. A 
mad rush for development in building 
construction ensued in many cities, 
business districts expanded beyond 
their needs, and the ownership of much 
property in what is known as the “twi- 
light zones” of cities was assumed by 
unsuspecting purchasers who thought 
they could shortly resell it at a profit. 
Speculators and profiteers from other 
fields, entirely untrained in real estate 
promotion, management, and finance, 
were attracted to this new source of 
easy money. Building construction 
proceeded at a feverish pace, millions 
of dollars were sunk in what later proved 
to be overpriced properties, reckless 
and uneconomic financing was engaged 
in, and bond issues were floated and 
sold where they sometimes represented 
the full value, or more, of the security. 
Subdividing of vacant land proceeded 
far beyond current needs, and the chief ‘ 
argument for buying a residential lot ; 
was the fact that it could be sold at 8 
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fancy profit before the next tax and in- 
terest payments became due. 

With such unsound basic conditions 
as these, any trained student of real 
estate could readily perceive what 
would happen. Eight months before 
the Florida land collapse occurred, I 
predicted that the worst real estate 
panic in history would take place be- 
fore Christmas. It came early in De- 
cember. The trouble begun in Florida 
soon spread throughout the entire 
country, and now, after a three-year 
period of readjustment, we find real 
estate values deflated from twenty-five 
to forty per cent, according to the lo- 
cality and the character of the property. 

The most natural thing that could 
occur did happen. Urban property 
prices came tumbling down. Bond 
issues on business properties collapsed 
and were defaulted; mortgage com- 
panies, promoted in many instances for 
the purpose of obtaining fancy bonuses 
and of collecting high rates of interest, 
went into receivership; home owners 
found their supposedly good equities 
almost wiped out; and a general de- 
moralization of the real estate market 
gradually ensued. 

This is the period through which we 
have been passing since 1925. Con- 
fidence in real estate as an investment 
has been severely shaken and the buy- 
ing market has been dead or dormant. 
Speculators, where possible, have ac- 
cepted their losses, or have passed them 
on to innocent investors who could not 
escape dire consequences, and have 
swung over into an orgy of stock mar- 
ket speculation, which has led to fur- 
ther complications of the problems of 
orderly real estate adjustment. 


INFLUENCE OF THE AUTOMOBILE 


While the boom was in progress, cer- 
tain economic forces were at work, 
affecting the use and value, particularly 


of business property, which, after all, 


is the main source of profit in real estate 
investment. Since 1918 the auto- 
mobile has been rapidly improved and 
increasingly used. Millions of new 
cars have been placed on the market 
and prices have been lowered, until 
nearly everyone can own a machine of 
some kind. 

The ability to reach distant sections 
of a community led to the building of 
outlying residential areas, followed 
almost immediately with the creation 
of new business centers in far-flung 
sections. These business centers im- 
mediately began to deprive the down- 
town district of a city of a portion of its 
most choice buying power. Neighbor- 
hood stores of all kinds began steadily 
to rob the downtown stores of much 
valuable cash trade, land values in 
outlying business districts were en- 
hanced in many instances, and there 
followed a speculative orgy in buying 
outlying business corners and inside 
frontage, where rapid development was 
anticipated. This market, too, has 
become glutted, and much property of 
this kind will have to await the time 
when more store units are needed in 
such areas. 

I wonder if students of the problem 
fully realize what the automobile has 
done for real estate, in opening up for 
development new areas which a decade 
ago were wildernesses beyond city 
limits, but which today are built up 
with homes, every one of which affords 
one car, and many, two or three cars, to 
each family. The motor bus has 
taken the place of the street car. 
Personally, I am inclined to feel that a 
decade or two hence the surface street 
car will be a thing of the past, except in 
certain sections of a few large cities. 
Traction systems of this character have 
been going out of business in large 
numbers all over the country, being re- 
placed by busses. 

The automobile has done more to 
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disrupt, readjust, and stimulate real 
estate conditions in cities in the past 
ten or fifteen years than any other ele- 
ment. It has brought on traffic prob- 
lems which are of concern to real estate 
men, since the ability of a city to grow 
depends upon its ability to move people 
and goods from one place to another. 
Today distance is measured in minutes, 
and not in miles. By means of horses, 
the first street cars conveyed passen- 
gers for a distance of two, three, or four 
miles. Later came the trolley car, 
which doubled the distance. Then 
came interurban service, and finally the 
busses, which have driven the inter- 
urban lines, one after another, into 
bankruptcy courts. Transportation is 
the very life blood of any city, and it is 
of paramount interest to real estate 
brokers that it should be of the most 
comfortable, rapid, and safe character. 

Merchandising methods, too, have 
changed vastly in the past decade since 
the real estate boom really began. In 
many places, the independent grocer, 
butcher, or baker has almost passed 
from the picture, being supplanted by 
highly organized chain store systems, 
which sell on small margins of profit 
because of low overhead and because of 
their ability to buy in trainload lots in- 
stead of by the dozen or gross. Super- 
ficially, one might think that this has 
not affected real estate, but it has. 
While the chain store operator may 
sometimes pay higher rents for choice 
locations, there are fewer of them, and 
in some instances they are the closest 
bargainers for space that may be found. 
Because of the general scaling down in 
rents which has occurred, and their 
ability to pay promptly, chain store 
operators today will be accepted as 
tenants at lower rentals by many real 
estate owners. 

The national immigration law has 
seriously affected many large industrial 
centers. Take Cleveland, as a typical 


example. Before 1924, when the re- 
strictive law went into effect, the city 
was receiving about forty thousand 
new immigrants each year. These 
immigrants had to be clothed, shel- 
tered, and fed. They usually sought 
housing accommodations in the poorer 
districts. Owners in these sections 
rented their properties and moved to 
slightly better neighborhoods; in turn, 
the owners in these neighborhoods sold 
or rented, and moved up the scale. 
Sometimes as many as seven moves 
eventually followed the entrance of a 
single immigrant family. Often five of 
these moves meant real estate broker- 
age deals, with resultant commissions, 
At one fell swoop, most of this activity 
was cut off, as evidenced by the fact 
that in Cleveland, in 1929, less than 
six thousand immigrants were received, 
while over twenty-five hundred for- 
eigners returned to their native lands. 
Owners in lower grade homes have been 
compelled to continue to live in them, 
and the chain of sales or rentals which 
used to take place has almost completely 
ceased, further clogging the real estate 
market with many low-grade proper- 
ties, which simply cannot be moved at 
any price. 

The mania for merging industrial 
corporations has affected real estate 
to some extent by the abandoning of 
plants, but this has been offset to some 
degree by the opening of new branches. 
It has, nevertheless, had a disturbing 
effect on the market. It is important 
to note, however, that industrial real 
estate seems to have recovered to a 
greater degree than almost any other 
branch of the business. 


RELATION oF BANKS TO REAL Estate 


The tremendous activity on the part 
of industrial and commercial con- 
cerns, the sale of their securities on the 
stock market, and indeed, the gambling 
in stocks themselves, have had a 
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tendency for several years to cause 
banks and financial institutions to 
allow real estate to languish. Real 
estate has elicited little sympathy 
from the banks, and the consequence is 
that it has been impossible in many 
instances to get any financing of a 
character which might be termed help- 
ful. Instead, the banks have fore- 
closed and have themselves gone ac- 
tively into the real estate business. 
Perhaps this was unavoidable; but, 
nevertheless, before real estate can 
hope to come back, it must secure the 
helpful codperation of the banks in the 
development of new, needful, and 
properly balanced projects of many 
kinds. Financing is one of the prob- 
lems which the real estate man will 
have to face in the coming years, and 
he should begin to devote time to the 
study of those plans which apply par- 
ticularly to his own business. 

Labor unions did their share to 
precipitate high prices, which could 
only be followed by a collapse. They 
are not to be blamed for getting their 
share, but now that readjustment is 
under way, on a scale of falling prices, 
it is not proper for labor to demand the 
five-day week at the expense of wage 
increases, as is gradually being done in 
anumber of American cities. 

Pictured briefly, these are some of the 
depressing factors which have been 
affecting real estate through the period 
of deflation which has been experienced 
in every section of the United States. 
Realestate, like every other commodity, 
responds to, and is governed by, sound 
economic law. In physics, what goes 
up, comes down, and the higher it goes, 
the more rapidly and the harder it 
falls. Someone has observed that the 
harder it comes down, the higher it 
bounces when it recovers. Let us hope 


that the rebound of real estate, when it 
comes, will not be in proportion to its 
we will encounter another 


fall, else 


boom, and an inevitable collapse later 
on. Such booms and depressions are 
unsound and distinctly undesirable. 
If the development and the sale of real 
estate can be kept on a more even keel, | 
with speculation eliminated to as great _ 
a degree as possible, it will be better for 
all concerned. 
I am not a prophet, nor the son of a 
prophet, and can only speculate, as 
the reader may, on what the future — 
holds in store. Nevertheless, there 
are sound economic laws governing 
real estate value growth, and by ob- 
serving and analyzing these and their 
probable effect on real estate we may 
be able to determine, to some degree 
at least, what will happen within the 
next decade, and particularly within 
the next two to five years. 
Commercial and _ industrial real 
estate in most cities, I believe, have 7 


reached the lowest levels to which 
they may be expected to fall. Indeed, 
industrial real estate seems to be 
property, too, in most cities, gives 
evidence of more activity. Improved © 
residential property will recover in | 7 
better homes, particularly those under = 
ten thousand dollars in value where, — 
naturally, the largest demand exists. 

me, is that real estate during the next | 

few years is going to be sold on its 
earning capacity to investors or owners — 
ready vehicle for speculation, the 
public probably will be slow in for-— 
getting the losses which have been 4 


definitely on the rebound. Business © 
proportion to the need for more and 

What is going to happen, it seems to | 
who acquire and hold it. While - 
sustained. 


Lack or LiquipITy 


The great weakness of real 
as an everyday investment is its lack ; 
of liquidity. This refers particularly 
to the development of business prop- — 
erties of greater scope and size. Con- 
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fidence in first mortgage bond issues 
: will return only when the investor feels 
4 that his capital cannot shrink to a 
- point where he will suffer a loss in 
principal. This requires conservative 
handling by honest, capable companies. 
Furthermore, the investor must be 
able to sell his stock based on realty 
investments at approximately its mar- 
_ ket value whenever he desires to do 
so. If he is able to do this, he will in 
all probability not desire to do so. I 
am looking forward with a good deal 
of interest to the experiment which is 
_ being tried in New York, where the 
- Real Estate Board of that city has 
formed an exchange for the sole pur- 
chase and sale of real estate securities. 
_ Should the plan prove successful, it 
will certainly spread to other cities, 
and a solution may have been found 
for a serious problem which vitally 
affects the real estate business. 
A radical change which will, in my 
opinion, occur within the next few 
years, will be the basis on which the 
subdivision business will be conducted. 
This branch of the realty field is in- 
deed in a bad state. To make profits 
and keep organizations functioning— 
both of which are very reasonable and 
natural desires—many  subdividers 
have been for years overselling their 
markets. In many cities throughout 
this country, all subdividing activities 
and sales could be suspended for at 
least five years with little damage done 
anyone except the subdividers 
themselves. 
Realizing this condition, intelligent 
_ subdividers are seeking their own sal- 
vation by organizing house-building 
_ departments, erecting homes in con- 
_ formity with the locations where their 
_ lots are situated, and selling complete 
homes on the same _ proportionate 
_ basis that they used to sel] unimproved 
lots. The sale on a wholesale basis of 


unimproved lots, particularly where 
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pavements, water, gas, and electricity 
are not available, has definitely come 
to an end. Only the operator who 
builds complete homes and sells them 
on a basis the buyers can afford to 
handle is going to do business in a big 
way. 

Certainly the bottom of subdivision 
deflation has not yet been reached, 
The market in most cities is simply 
glutted with lots, held in large numbers 
by owners who bought them in mis. 
guided moments on a speculative im- 
pulse because glib salesmen said they 
could double the buyers’ money for 
them within a few weeks or months, 
The subdivider himself, likewise, is bur- 
dened with hundreds of unsold home 
sites, is property poor, and is burdened 
with interest and taxes. The sooner 
the professional subdivider realizes 
this and revamps his business to in- 
clude completed homes, the sooner 
this great branch of real estate will 
recover and prosper. 

If the subdividers of the country 
realize that the demand is for homes, 
and not for lots for speculation, there 
is no reason why that branch of real 
estate activity should not be speedily 
brought back to a healthy condition 
and great benefits bestowed upon 
thousands who need homes and who 
could buy them on a reasonably low 
payment plan. 

Another definite change seems to 
be in the offing. There are too many 
persons engaged in most lines of busi- 
ness—individuals poorly equipped by 
training and backing to continue 
their various callings. Hence, we 
have mergers. There are certainly 
too many persons, woefully trained, if 
trained at all, in the real estate field. 
They know little or nothing of the 
history, economics, and orderly me- 
chanics of the business, and they are 
“starving to death” by the score every 
month. Many undesirables are thus 
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being eliminated by natural circum- 
stances. Real estate licensing laws 
in nearly thirty states are driving out 
others. Smaller numbers of skillfully 
trained men could easily take over and 
continue the business from now on. 
Students who definitely know why 
real estate is a good investment, and 
who can prove it to the public, are 
the ones who will succeed. 

Downtown and outlying business 
property, in my opinion, has in most 
cities definitely reached bottom, and 
there is, indeed, evidence that it is 
starting on the up-grade. It may be 
some time in most cities before much 
real activity is shown, however; com- 
plete restoration may not come for 
four or five years. 

Real estate, as indicated heretofore, 
enjoyed its share of the prosperity 
wave which swept over the United 
States following the World War. 
While, like all other commodities, it 
has been subject to deflation, owners, 
for the most part, refuse to recognize 
that deflation is here, and that is the 
direct reason for the present slump in 
the real estate market. When owners 
realize that their properties must be 
appraised largely on an earning basis, 
active business will resume. The 
speculators in real estate are absent 
from the market in most cities, and 
when they are not active the investors 
have little incentive to follow, for fol- 
low the speculators they always do. 
There is plenty of money available for 
the purchase of real estate, but the 
buyer must be assured of a reasonable 
return on his investment; and that is 
what real estate, at its present price, 
does not offer 


Laws 


There has been a distinct tendency 
for several years past to exercise social 
control of land to a greater extent than 
ever before. This i is evidenced largely 


in the zoning laws, passed by hundreds 
of communities, which seek to segregate 
into logical sections the types of land 
needed for the varied activities of a 
city. Zoning laws have a tendency to 
increase or to lower land values, ac- 
cording to their logical use, but, for the 
most part, they increase values. Un- 
doubtedly, a limited amount of busi- 
ness property will have a greater total 
value than if business projects are 
indiscriminately placed. Likewise, 
when residential districts are protected 
by adequate zoning restrictions, and 
when a buyer knows that he will not be 
encroached upon by a factory or com- 
mercial structure, he will pay more for 
such land. 

Platting commissions have been 
formed in many cities to control the 
manner in which subdivisions are laid 
out and improved. This is a further 
extension of the tendency for social 
control, and is desirable from every 
point of view, despite the fact that it 
interferes with the so-called liberty of 
the subdivider in disposing of his land. 
City planning is likewise directing the 
growth of cities in a more orderly man- 
ner, and will finally result in increased 
values for all types of land. 

Summing up the extent of growth of 
urban real estate values, one may 
safely state that there has been no 
growth evidenced since 1925 or 1926. 
Indeed, there has been a falling off in 
so-called values, for real estate has be- 
come “frozen,” through a lack of 
realization on the part of owners that 
the prices they thought they were going 
to get for their land have not been 
realized. There has been, instead, a 
decrease in values, which were forced 
upon the country through the general 
inflation and subsequent deflation 
which followed the World War. 

What of the future? The real estate 
market enters the year 1930 in a de- 
pressed condition in most urban cen- 
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ters. There is keen conflict between 
_ buyers and owners. The former insist 

: on buying on a basis of the economic 
value of land as represented by what it 
-willearn. The owners are still loath to 
"surrender the fancy speculative prices 
which they had set their minds upon 
obtaining. There the market stands 
at the present time. With the collapse 
of the stock market late in 1929, and 
the ultimate return to real estate chan- 
nels of a considerable volume of specu- 
lative and investment funds, it seems 
likely that conditions will steadily im- 
prove, particularly if land owners will 
sell on a basis which will permit a rea- 
sonable return to buyers of real estate. 
Until these conflicting elements settle 
their differences, and actually engage 
in trading, the market will continue 
dull. It seems probable, however, that 
1930 will see a resumption of activities 
on a larger scale than that obtaining 
for the past several years, Cities are 


THE ANNALS OF THE AMERICAN ACADEMY ' 


growing, but more slowly than hereto. 
fore. This is due to the restriction of 
immigration, the tendency of the auto- 
mobile to contribute to the building up 
of outlying towns and villages, the check 
of movement from farms to cities, and 
the ever increasing costs encountered in 
supplying public service facilities to 
cities as they grow to huge proportions, 
thus creating prohibitive tax and 
assessment rates. 

It seems safe to predict that the mar- 
ket for real estate in the near future 
will not be as active as that encoun- 
tered between 1918 and 1925. Noth- 
ing but a great national catastrophe 
like a world war could create such in- 
flation. Lacking this influence, the 
real estate market will reéstablish itself 
on a more orderly basis, geared for 
slower speed and the observance of 
those economic factors which must pre- 
vail in as important a field as that of 
real estate. 
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The Going Value of Real Estate 


By H. Cornick 


National Institute of Public Administration, New York City 


HE term “going value of real 

estate” today has almost as many 
meanings as there are points of view 
regarding real estate. To a profes- 
sional expert witness, it may mean any 
sum which the man who retains him 
wants it to mean. ‘To the speculative 
dealer, it means the sum he can afford 
to pay for a piece of real estate and 
still be reasonably sure of making a 
profit on its resale tomorrow, next week, 
or next year. To some dealers in 
“guaranteed” first mortage bonds, it 
means apparently the cost of the land, 
plus the cost of erecting a building, 
plus the cost of commissions to bond 
salesmen and the profits of the pro- 
moters. ‘To certain more conserva- 
tive dealers in mortgages, it means the 
present net income capitalized at a 
suitable rate per cent, this rate varying 
from four to fifteen, depending on the 
location of the real estate and the uses 
to which it is, or can be, put. ‘To cer- 
tain life insurance companies, it meant 
for a time, when applied to farms, the 
average annual gross income for a term 
of years capitalized in such a manner 
that the deduction of income sufficient 
to support and amortize the loan would 
leave a residue large enough for all op- 
erating costs, including a comfortable 
living for the owner. 

Judging by the researches of the 
Department of Agriculture, going 
value seems to have meant, con- 
sciously or unconsciously to the farm- 
ers of the middle west during the dec- 
ades preceding the World War, the 
capitalization of current net income at 
the current interest rate, plus the antic- 


ipated annual increases in future in- 
comes discounted at the same rate. 
To some economists, it means simply 
the discounted sum of all anticipated 
future rents. To persons having an- 
nual! incomes far in excess of their needs, 
even for an extravagant scale of living, 
both tangible income from real estate 
and its market value, present or future, 
may disappear as factors in the deter- 
mination of going value; and the satis- 
faction of a desire for social prestige, 
for the enjoyment of a particular view, 
or for an exotic existence amid ro- 
mantic or unusual surroundings, may 
become the dominant factor in the eval- 
uation of real estate which makes possi- 
ble the gratification of those desires. 
Divergent as these definitions are, 
they have certain characteristics in 
common. All of them have a purpose 
which they are designed to serve. In- 
telligently used, they all have a prag- 
matic value. In other words, they are 
true because—and when—they work 
in the situations to which they are 
applied. Under certain circumstances, 
furthermore, the purely speculative 
and meretricious definitions will tend 
to atrophy; the application of the more 
basic definitions will tend to produce 
identical appraisals. In an economic 
situation, for example, which has been 
reasonably stable for an extended pe- 
riod, the capitalized sum of present 
rentals, the discounted sum of all antic- 
ipated future rentals, and the current 
market value will tend to draw so 
closely together that the speculators 
and charlatans will have no field in 
which to operate. 
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Suirtinc Empnasis oN DoMINANT 
THEORIES 


The colonists who settled along the 
eastern fringe of the American conti- 
nent some three centuries ago had 
grown up in an environment in which 
income provided the only practicable 
basis for the appraisal of real estate, 
whether for sale, mortgage, or taxation. 
That basis proved inadequate in the 
new situation. Real estate was rarely 
rented and its income was difficult to 
ascertain. It was frequently sold, and 
its market value was comparatively 
easy to establish. Little by little, 
market value replaced capitalized rent- 
als as the basis for appraisals; gradu- 
ally, under the stimulus of forces gen- 
erated by a rapidly growing nation, 
market value forged ahead of capi- 
talized current rentals; slowly, the 
speculative elements came to domi- 
nate, and led large sections of the 
American people to forget that income 
is the ultimate basis for a safe market 
value. 

Until two decades ago, it was still 
possible to find in many parts of the 
country appraisers for mortgage loans 
who had never once taken anything 
but current market value into account 
in their calculations. And why not? 
Many of them had never known a sit- 
uation in which the trend of real estate 
market values was not sharply and 
constantly upward. If a temporary 
depression came, and foreclosures be- 
came necessary, it frequently developed 
that capitalized income had caught up 
with the market value at the time the 
loan was made, and sweeping financial 
disasters were averted. Small wonder, 
then, that these appraisers and their 
clients should have lived up to a slogan 
coined much later: “‘ Don’t sell America 
short.” 

Meanwhile, however, the values of 
real estate parcels in the hearts of the 


metropolitan centers had become so 
great as to restrict dealings in them toa 
small percentage of the population. It 
was no longer probable that one would 
find a potential buyer for them among 
the first ten men one met on the street. 
In this situation, income again came to 
the fore as the dominant consideration 
in appraisal. The idea was then 
carried out into the still booming rural 
sections in connection with appraisals 
for loans made by the larger and more 
conservative financial institutions, 
whose primary interest was in security 
of principal and income. At the same 
time, faith in the adequacy of the old 
formula that real estate everywhere 
and always increases in value, began to 
show signs of wavering. 

Broad patches of land appeared along 
the eastern slope of the Appalachians 
which not only ceased to keep pace 
with the general advance elsewhere, but 
which even receded markedly both in 
market value and in annual income. 
Thriving mining camps in the Rocky 
and the Sierra Nevada mountains were 
converted almost over night into what 
one writer has called “the ghost cities 
of the West.’ When finally the re- 
cession of values spread like a blight 
over the heart of the nation’s central 
farming area, carrying down one bank 
after another which had made “con- 
servative” loans limited to fifty or 
sixty per cent of market value, the 
stage was set for a thorough reconsider- 
ation of the old theory that exchange 
value alone is a safe basis for the esti- 
mation of going value. 

No one can compare the large num- 
ber of books, pamphlets, and articles 
on real estate valuation which have 
made their appearance during the past 
decade with the slender literature that 
was available on that subject prior to 
that time, without being impressed by 
the great amount of hard thinking 
which is now going on and by the 


4 


| 

il 

Bi fi 
Ba 

| 

t] 

ol 

es 

| m 

4 al 

of 

Ay fi 

| be 

i ta 

nt 

ch 

th 

vt Te. 

mi 

th 

pa 

va 

ce 

sal 

In 

thi 

jus 

lay 

| ap 


— 


Tue Gorne Vatur or Estate 179 


dominant place which the income con- 
cept plays in that thinking. A perusal 
of the literature alone, however, is not 
sufficient to indicate the revolution 
which has gone on in our thinking dur- 
ing that period. The market value 
concept had no literature. It never 
occurred to its practitioners that the 
theory needed either elucidation or 
defense. It played its part in the 
development of a continent. It had a 
pragmatic value while the trend of the 
real estate market was generally up- 
ward. That day is past. 
with sharp upward and downward 
trends existing side by side, financial 
security demands a consideration of 
income—not present income alone, but 
income for an indefinite period in the 
future. 
Tue Concert 

The ideal concept of going value is 
undoubtedly that of the economist: 
the discounted sum of all anticipated 
future incomes. Reduced to its barest 
outlines and stripped of numerous 
essential qualifications, its implications 
may be illustrated by the following ex- 
ample. Assume an owner of a parcel 
of real estate and another owner of 
fifty-year tax-exempt Government 
bonds. Assume, further, that they re- 
tain an appraiser to determine the 
number of bonds which can be ex- 
changed for the real estate, subject to 
the proviso that the appraisal of the 
real estate is to be made in such a 
manner that at the end of fifty years 
the capital in the possession of each 
party to the exchange will be equal in 
value, and that each. shall have re- 
ceived during the interim precisely the 
same equated amount of net income. 
In other words, an appraisal made on 
this basis would have to be capable of 
justification retrospectively after the 
lapse of a given number of years. An 
appraiser able to estimate accurately 


Today, 


all anticipated future incomes would 
need powers of second sight, such as 
those sometimes attributed to the 
seventh son of a seventh son. 

Until our economic situation reaches 
the point of stagnation, it is hardly 
probable that we can achieve the econo- 
mist’s ideal in valuation. We shall, 
no doubt, continue to make present 
income the basis, and to use a capitali- 
zation rate in which we will make such 
allowances for fluctuations in estimated 
future income trends as the best in- 
formation available to us seems to 
warrant. 

In the process of ascertaining present 
net income, as well as in that of esti- 
mating future trends, certain long-run 
factors must be taken into account. 
In order to bring these into clear relief, 
it will be necessary to analyze the out- 
standing economic characteristics of 
real estate. Briefly stated, a piece of 
real estate is simply a parcel of land, 
with or without attachments. The 
land itself has certain inherent qualities 
—fertility, stability, topography, lo- 
cation with reference to other lands, 
and so forth. The land can acquire a 
tangible economic value only when it 
is equipped with certain attachments 
of the type described below. 

On the other hand, examples may be 
cited of attachments to land which are 
quite as useless as a powerful horn would 
be on an automobile without an engine. 
There is this difference, however, 
between a superfluous attachment to 
an impotent automobile and one to an 
impotent piece of land: the automobile 
horn can be transferred to another 
place where it will serve a useful pur- 
pose; the superfluous attachment to 
land, as a rule, cannot be so transferred. 


Factors GoOvERNING INCOME FROM 
LAND 


The attachments to land are of two 
kinds—communal and individual. The 
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first important attachment to the land 
along the eastern seaboard of the 
United States took the form of an irreg- 
ular and intermittent transportation 
service across the Atlantic, provided 
by a few sailing vessels. The next 
attachment, after the development of 
crude shelters for the inhabitants, was 
the extension westward of trails. These 
early attachments have now been 
replaced by steamship lines maintain- 
ing swift and regular service to all the 
ports of the world, operating in the 


great majority of cases under direct’ 


or indirect Government subsidies: 
canals, railways, motor highways, and 
pipe lines extending inland, built and 
operated, in the main, by public or 
quasi-public agencies. They have been 
supplemented by submarine cables 
and land wires, radiating in all! direc- 
tions, and by radio transmission sta- 
tions; by systems of surface, overhead, 
and underground local transportation 
systems; by water, sewer, gas, electric, 
and telephone systems; and by all of 
the paraphernalia of modern govern- 
ment which contributes to human 
health, safety, welfare, efficiency, and 
happiness. 

All of these are communal attach- 
ments to land, in the absence of which 
the land itself, regardless of its in- 
herent qualities, can have no going 
value whatsoever. Their presence 
alone is not sufficient to create value, 
as is amply proven in “the ghost cities 
of the West” already referred to, 
where values of real estate—lands and 
buildings together—have sunk to the 
vanishing point, in spite of the fact 
that there exist many of these com- 
munal attachments to land. ‘The in- 
herent qualities of the land, supple- 
mented by the movement of population 
to take advantage of those qualities, 
determine the extent to which those 
attachments will influence aggregate 
values; less rigidly, they determine the 


Tur ANNALS OF THE AMERICAN ACADEMY 


lands which will be selected for im- 
provement. In the long run, they 
establish the manner in which the 
aggregate values will distribute them- 
selves among the individual parcels in 
the area affected by the attachments. 

While there is no inherent difference 
in kind between the communal attach- 
ments which we are now making to 
lands and those which were made by 
our forefathers, the differences in degree 
are so marked that we are, in effect, 
confronted by almost unprecedented 
economic factors. The current tax 
rolls of New York City indicate varia- 
tions in bare land value ranging from 
less than one dollar to considerably 
more than thirty thousand dollars per 
front-foot of standard depth. 

The emergence from time to time of 
new land value peaks, and the sub- 
sidence of former peaks and extensive 
plateaus of value, have thrown the art 
of appraisal into confusion. In and 
around every city, private investors, 
building and loan associations, mortgage 
companies, and city officials have im- 
puted city lot values to land parcels 
which superficially resemble city lots, 
but which lack a number of the basic 
attachments essential to make those 
lots usable under modern standards of 
urban living. The division of respon- 
sibility for providing the necessary 
communal attachments, and the piece- 
meal manner in which they are pro- 
vided, have contributed to the existing 
confusion in our thinking. 


A Concrete ExaMpLeE—RADBURN 


The experience of the City Housing 
Corporation, a limited dividend com- 
pany, in connection with the develop- 
ment of its new thirteen hundred acre 
subdivision at Radburn, New Jersey, 
throws a good deal of light on this 
problem. The lands in question lie 
only about fifteen miles from the heart 
of New York City. They were there- 
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fore near, and within the zone of influ- 
ence of, certain of the major regional 
attachments essential to land value— 
local and transcontinental transporta- 
tion lines, highways, and all of the 
public utilities needed for urban utiliza- 
tion. The average cost of the land to 
the company at current market value 
was approximately six cents per square 
foot. 

The public and private agencies con- 
cerned with the provision of gas, elec- 
tricity, telephone, and water supply 
undertook to extend their lines to the 
new subdivision without charge to the 
company, because the volume of busi- 
ness expected on the subdivision war- 
ranted the assumption that the rates 
payable by future users of those 
services would support the capital ex- 
pended for the extensions. The sub- 
division company itself undertook to 
provide the land for streets, parkways, 
and school sites, to install storm and 
sanitary sewers, and to pave the 
streets and the sidewalks. When it 
had finished this process for the first 
residential unit placed on the market, 
the total cost to it per square foot of 
salable land was approximately fifty 
cents. ‘That fifty-cent average is being 
used as the basis for market value in 
the sales that are being made. 

If this process of development had 
been carried out by the piece-meal, 
long-term method followed in connec- 
tion with the fringe of vacant land sur- 
rounding most cities, this increase in 
market value from six cents to fifty 
cents per square foot would have been 
looked upon quite generally as an un- 
earned increment. So far, however, as 
the City Housing Corporation and the 
purchasers of homes in Radburn are 
concerned, it is evident that this in- 
crease was comparable rather to the in- 
crement reported by the Federal census 
of manufactures under the heading 
“value added by manufacture.” 
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if this conclusion is warranted, it — 
leads logically to two further conclu- 
sions which are of primary importance 
to appraisers in estimating future in- 
come trends. First, it is obvious that 
unearned increments, which play a large 
part in the calculations of appraisers, 
occur when the costs of manufacture 
are not charged immediately to the 


lands affected, or do not become nil q 
ferred charges against future incomes 


therefrom. Second, if the costs of | 
manufacture are charged against in- _ 
come from real estate not affected by © 
the manufacture, that real estate must — 
experience corresponding decrements in 
going value, because its net income 
available for capitalization is decreased 
thereby. 


Tue VALUATION OF BuILDINGS 


In addition to the sometimes in- | 
tangible, frequently remote, and often 
invisible attachments to land, which : 
have just been discussed, there are, of 
course, the more obvious attachments 
in the form of buildings. The cost of 
these is, as a rule, a direct charge 
against the parcels of real estate of 
which they area part. Forthisreason, 
some appraisers cling to the rule-of- 
thumb principle that an attachment of © 
this type is worth what it costs to build 
it; others modify the rule by allowing 
for structural deterioration; while still 
others contend that it is worth repro- 
duction cost new, less allowances for 
the structural deterioration manifest 
in the existing building. 

It is obvious, however, that none of 
these rules can be applied with accuracy 
to any one of the structurally sound _ 
buildings in “the ghost cities of the 
West”’; none is adequate for use in con-— 


nection with buildings in the compara- aa 


ble dead spots of any of our large cities; 
none could be applied safely to the new 
Chrysler building in New York City, if 
that building had been erected in the 
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Mojave Desert of California. It is 
even possible that none of these rules 
is applicable to that building erected 
where it is at the intersection of Forty- 
second Street and Lexington Avenue. 
Whether the Chrysler building—tem- 
porarily, at least, the tallest structure in 
New York City—will be more success- 
ful than its predecessors in that réle in 
paying adequate returns on its costs of 
construction, remains to be seen. 

From the instances cited, it is ob- 
vious that any one of a number of 
causes other than physical deteriora- 
tion may make a building worth less 
than it cost to build it. Faulty or 
extravagant design may lead to waste 
of capital. Subsequent changes in 
style or in methods of construction 
may have the same result. l'ar more 
important, however, in the long run, 
are the factors intimately connected 
with the inherent qualities of the land, 
or with the communal attachments in- 
stalled for the purpose of taking ad- 
vantage of those qualities. 

The decline of some of the western 
mining camps was due to exhaustion of 
natural resources; the decline of others 
was due to drops in the price levels of 
certain commodities, or to increased 
costs of extraction with increasing 
depth. The decline of “the dead spots,” 
common even in growing cities, is at- 
tributable in some cases to the inade- 
quacy of the communal attachments to 
land. In other cases, communal attach- 
ments, adequate when the buildings 


served by them were erected, are ren- 


q 


dered relatively inadequate because of 
the construction of newer and better at- 
tachmentstocompeting lands elsewhere. 

When land values decline, building 
values decline with them. When they 
increase markedly, building values, 


_ strange to say, may also decline. 


comes are rigidly limited by general 


In connection with dwellings erected 
for occupancy by groups whose in- 
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wage levels, cases have arisen which 
seem to indicate that increases in the 
value of the lands on which they are 
erected, with the attendant increases 
in annual taxes, may decrease the net 
income from the properties as a whole 
to a point where the value of the build. 
ings disappears. In some of those in. 
stances, furthermore, the increases in 
land value are not sufficient to com- 
pensate for the building values wiped 
out. With that fact in mind, it is in- 
teresting to note that in Radburn steps 
have been taken, both in the physical 
design of the subdivision and in the 
restrictions placed on land uses, to 
minimize the danger of undue en- 
hancements in residential land values, 
the purpose being to conserve the in- 
vestment in the buildings and in the 
other attachments for residential use. 
CONCLUSION 

Here, then, is the situation with 
reference to the determination of the 
going value of real estate. The great 
fiduciary institutions—the insurance 
companies whose reserves belong toa 
multitude of policyholders, and the 
banks whose funds in large part are 
held in trust for depositors—many of 
the large individual and _ corporate 
investors, and a growing number of 
small investors, have come to place 
security of principal first among the 
considerations in investment. They 
have learned that security of income is 
a prerequisite to security of principal. 
There is consequently a growing em- 
phasis in appraisal methods on the 
determination of actual or potential 
income. 

Gross present income is compara 
tively easy to determine, but gomg 
value depends on future net income. 
Certain of the necessary adjustments 
of gross income, in order to arrive a 
net income, can be estimated with 
reasonable accuracy. Adjustments o 
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income, on the other hand, for the 
amortization of losses due to shifts in 
the value of the dollar, or of wastes— 
only too often needless—due to shifts 
in land utilization, are still in the realm 
of guess work. At present, no ap- 
praiser can hope to answer correctly 
all the questions which arise in these 
fields in connection with all the proper- 
ties he appraises. For the solution of 
those problems, he must rely on others. 

In short, the appraisal of real estate 
is no longer a job simply for the ap- 
praiser. The movement toward the 
division of labor, which is one of the 
outstanding characteristics of the age 
in which we live, has broken up the ap- 
praiser’s job into a number of inter- 
related parts. Experts in the theory 
of money have taken over the task of 
devising a standard of value which will 
be stable. The zoners have set out to 
prevent the needless, sudden, and 
cataclysmic changes in land utilization 
which have only too often wiped out in- 
vestments in land and buildings. The 
city planners are beginning to realize 
the need for planning and for directing 
future land utilization, not alone from 
the standpoint of beauty, but from that 
of all the other factors which affect 
human welfare even more profoundly. 
They are beginning to realize the need, 
also, for correlating the costs of the 
communal attachments to land, which 
provide the framework for the city 
plan, with the capacity of the owners 
of the lands served by those attach- 
ments to utilize and pay for them. 

The regional planners are dreaming of 
extending the same principles beyond 
the narrow confines of single municipal- 
ities into entire economic regions, and 
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are endeavoring to create the new gov- 
ernmental instrumentalities necessary 
for the effectuation of their dreams. 
Forward-looking utility corporations 
which are engaged in providing essential 
communal attachments to land are, 
here and there, building up regional 
plans for their own services, with the 
aid of economists, sociologists, and 
statisticians who are expert in the 
theory of probabilities. Government 
officials, theoretical economists, and 
the paid representatives of large tax- 
payers and ratepayers are struggling 
with the problems of apportioning 
among the individual users of land the 
costs of providing, maintaining, and 
operating the multiform communal 
attachments to land. 

All of these groups are concerned with 
the going value of real estate which, in 
the last analysis, they are endeavoring 
to appraise on a regional basis. Fur- 
thermore, their activities have a pro- 
found influence both on the total and 
on the relative going values of the 
individual land parcels within their 
region, and on the values of the build- 
ings erected on these parcels. 

As these specialists progress toward 
the solutions of the phases of the prob- 
lem which they have assumed as their 
own, the problem of the appraiser of 
individual parcels will become simpler. 
Every advance on their part means a 
narrowing of the limits within which 
future gross incomes, and the necessary 
deductions from those incomes, will 
fluctuate; every such advance means, 
consequently, an advance also on the 
part of the appraiser toward the econ- 
omist’s concept of the going value of 
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UR knowledge of urban ownership 
and tenancy is considerably less 
than that of farm tenure. At least, 
this is true statistically. Since 1880, 
we have had census figures on the num- 
ber of farms operated by owners and 
tenants. Later, data on acreage as 
well as farmers were made available. 
Studies by the colleges of agriculture 
and the United States Department of 
Agriculture have revealed the reasons 
for the varying amounts of tenancy in 
various sections of the United States. 
We know a great deal about the land 
owners who are leasing lands to tenants 
and the relationship between the two. 
The 1925 census revealed the fact on a 
nationwide scale that about twenty- 
eight per cent of the tenants were 
related to their landlords as sons, sons- 
in-law, or in other ways. We have 
discovered that the various forms of 
tenure—ownership, ownership with en- 
cumbrance of a mortgage, part owner- 
ship with a portion of the land rented, 
tenant, and hired labor—are, in fact, 
a ladder upon which the American 
farmer progresses. The 1920 census 
gave us the information for the nation 
as a whole, while individual studies 
have filled in the details of the picture 
for states or parts of states. We also 
have considerable information on the 
social effects of tenancy and the rela- 
tion of tenure to agricultural practices 
and efficiency. 
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Tenancy A Form or OWNERSHIP 


Much of our thinking about tenure 
and ownership is colored by our rural 
heritage, and, in some respects, by 
feudal and European experience with 
ownership and tenancy. The very 
word “landlord”’ brings to mind a pic- 
ture of one who “lords” it over an un- 
fortunate tenant. It reminds us of the 
days when the proprietor of land was 
in fact a lord, and in some countries he 
could not assume that title unless he 
was the owner of landed property. We 
are inclined to think in terms of owner- 
ship versus tenancy, as if the two were 
diametrically opposed forms of tenure. 
However, if property ownership con- 
sists of a bundle of rights which the 
owner exercises over a property object, 
it is easily understood that tenancy is 
only a form of ownership. Ownership 
of property is never absolute. It is 
always subject to eminent domain, the 
police power, and taxation by the state. 
The owner’s rights may be circum- 
scribed by entail, primogeniture, and 
many other legal qualifications, and 
may be fixed in time. However, the 
ownership in fee simple usually implies 
rights in perpetuity. The tenant, on 
the other hand, when he leases landed 
property, is granted certain rights in 
the land for a definitely fixed period of 
time. The rights thus transferred by 
the land owner to the tenant are pre- 
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scribed by the terms of the lease, which 
itself is subject to law and custom. 
The difference between ownership and 
tenancy is, therefore, merely a differ- 
ence in the number of rights and the 
length of time these rights are enjoyed 
by the user of the property. Of course, 
the two parties to a lease may have 
different economic power, and tenancy 
has often been, and may still be, an un- 
fair division of rights and incomes be- 
tween landlord and tenant. 

Urban tenancy is much more com- 
plex than is rural tenancy. In the 
latter, there is no residential property 
separate from business, industrial, or 
other property. The farm and home 
are one. With rare exceptions, the 
tenant-operated farm is also a tenant- 
occupied home. This does not hold, 
however, for those cases where an 
owner has rented additional land. 
When urban tenancy is mentioned, we 
must distinguish between residential 
and other tenancy. The renting of 
business buildings, offices, or even office 
space, land for industrial purposes, and 
so forth, is so common that it is not 
considered a “problem.” Business 
leases take various and sometimes 
eccentric forms. Ninety-nine year 
leases are regular business practices, 
but there are also air rights, and other 
less well-known forms of leases.!' In 
this paper, we shall concern ourselves 
entirely with tenancy and ownership of 
homes. 


Various Forms or URBAN HomMEs 


What is a “home”? The simplest 
and the most understandable form is 
that of a single, detached house, oc- 
cupied by one family. This is much 
like the farm home of the country. 


‘A recent compilation of long-term leases 
which may be of interest to some readers is 
Fisher and Neihuss, ‘Catalog of Long-Term 
Leases in Detroit,”” Univ. of Michigan Business 
Studies, vol. 4, no. 5 (1929). 
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However, particularly in the East, a 
single family dwelling is not always de- 
tached, but is often a unit in a long 
row of houses. Each dwelling, more- 
over, constitutes a separate property, 
and may even have its own architec- 
tural design. Such a family may rent 
one or more rooms to individuals and 
add to the income by having “room- 
ers.” Strictly speaking, the home is 
now no longer an owner-occupied 
dwelling. In some cases the house is 
rearranged for light housekeeping pur- 
poses in order to permit its occupancy 
by a second family, making the dwell- 
ing into a two-family house. 

The two-family house, which inten- 
tionally provides for two families living 
entirely separate, is either a duplex or 
a flat. In the latter case, there are 
generally two identical floors with 
separate entrances, separate heating 
plants, separate electric, gas, and water 
meters, and so forth. In the duplex, 
the two families occupy separate parts 
of the house, side by side. Very often 
the owner occupies one of the units 
himself and rents the other, and may 
perform some of the services for his 
tenant. Flats often include more than 
two floors, and may occur detached, or 
in solid rows like the “row houses” 
mentioned above. Arrangements such 
as these are clearly “multi-family” 
dwellings. 

The final form of multi-family hous- 
ing is, of course, the apartment. Here 
a great many living units or “homes” 
are placed under one roof. These units 
are arranged in size from one-room 
apartments to six or more rooms, to 
suit the needs and desires of tenants. 
Instead of the ownership lodging with 
one of the residents of the building, the 
owner may be a corporation, with 
bond issues and stocks. Service has 
become centralized. Instead of sepa- 
rate heating plants for each home 
there is a central plant. The care of 
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the building is entrusted to a paid jani- 
tor. The tendency is more and more 
to furnish service with the building as 
well as mere shelter, and in some cases 
this approaches hotel service, with 
maids, dining-rooms, garages, and so 
forth. The owner pays for most of this 
service in his rent. The apartment 
building of twenty-five to thirty stories 
is the ultimate in multi-family housing. 
These apartments are located on high- 
priced land in order to afford accessi- 
bility to the business offices of their 
occupants. Placing a great many 
“homes” under one roof, in the form of 
skyscrapers, makes for economy. Like- 
wise, codperative service, heating, jani- 
tor service, and so forth, is cheaper than 
if these services were performed with 
the same elaborateness and efficiency 
in single family, detached houses. 

As we have progressed from the 
simple, single family ““home”’ to the 
elaborate, multi-family apartment, 
home ownership has been gradually 
superseded by tenancy. The many 
family apartment houses are practically 
all tenant occupied. However, the 
codperative apartment is a movement 
to restore occupier ownership in multi- 
family houses. 

Finally, there is the combination 
business and residential building. In 
smaller cities, the lower floor is often 
occupied by a store, a restaurant, and 
so forth, while the second floor is ar- 
ranged for apartments. These may or 
may not be occupied by the owner. In 
larger cities, where buildings are many 
stories high, the combination may take 
other forms. 

The types of homes briefly described 
so far lend themselves to ownership or 
tenancy in various degrees. As a rule, 
the single family home is occupied by 
the owner. In very few cases does a 
builder erect a house as a permanent 
renting proposition. He may rent it as 
a temporary expedient because there is 
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no immediate sale for it, or the owner 
may have to leave the city, and may 
rent the house until a buyer appears. 
However, in small industrial towns, 
factories often erect single family dwell- 
ings which are rented to their employ- 
ees. These “‘company houses” are 
often of one type of architecture and 
are not very attractive. 

Other cases where dwellings designed 
for single families come upon the rental 
market is in the so-called “blighted dis- 
tricts,” where business use is supersed- 
ing residential use. The owners sell, 
and the houses either become rooming- 
houses or are rented to several families. 
The same thing may happen where one 
group moves out because of the infiltra- 
tion of another race.” 

The two-family houses and the other 
more complex multi-family dwellings 
are distinctly built for rental purposes, 
and ownership of one of the units is 
only incidental. As stated above, co- 
operative housing is designed to permit 
ownership of multi-family dwellings. 

Ownership and tenancy are, there- 
fore, closely connected with the type of 
city. Where the single family house 
can persist economically, home owner- 
ship is easier than where it cannot. 
The large city, where multi-family 
dwellings are an economic necessity, is 
favorable to tenancy. 


Tue TREND In URBAN HoME 
OWNERSHIP 


The Federal census presents figures 
on home ownership and tenancy of 
homes not on farms from 1890 to 1920. 
In contrast to rural tenancy, which in- 


2A realistic comparison of a “blighted dis- 
trict” with an adjacent “high-class” residence 
area which is rapidly turning into an apartment 
district, written from the point of view of a 
sociologist, is Zorbaugh, The Gold Coast and the 
Slum. 

*U. S. Census, 1920. Monograph II, Mort 
gages on Homes; U. S. Census, 1920. Vol. II, 
Population, chs. 14-15. 
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creased from 28.4 per cent in 1890 to 
$8.6 per cent in 1920, urban tenancy 
decreased from 63.1 per cent in 1890 to 
59.1 per cent in 1920; conversely, there 
was an increase in the proportion of 
owned homes from 36.9. per cent to 40.9 
per cent in 1920. Table I presents the 
data by sections for the United States. 
In 1890, the percentages of rented 


TABLE I—Proportion or OWNED AND RENTED Homes By SECTIONS AND GEOGRAPHIC 
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in 1910, joining the almost universal 
decline in the percentage of rented 
homes. 


However, general statistics for whole — 
sections obscure tendencies for cities of 


varying sizes. Homes not on farms are 
to be found in the smallest village as | 
well as in the largest metropolis. Tak- — 


ing the twenty-six largest cities of ane, 


Drvisrons, 1890-1920 * 

Per Cent of All Homes Not on Farms tf : : 

ws 

Section and Division 1920 1910 1900 1890 “, 

Rented | Owned |Rented | Owned Rented Owned [Rented |Owned 

United States...............| 59.1] 40.9] 61.6 | 38.4] 63.8| 36.2] 63.1] 36.9 

The North.................| 58.6| 41.4] 61.2] 38.8} 62.4| 387.6] 60.9] 39.1 

New England.............| 64.6 | 35.4| 67.4] 32.6} 66.2| 33.8| 64.9] 35.1 
Middle Atlantic........... 66.3 | 38.7| 69.4] 30.6| 70.1] 29.9] 67.8| 32.2 
East North Central........| 52.3] 47.7 | 54.2] 45.8| 55.5] 44.5] 53.3! 46.7 
West North Central.......| 47.8 | 52.2] 49.6| 50.4] 58.4| 46.6) 54.5 | 45.5 
62.3| 37.7| 66.2] 33.8| 70.4) 29.6| 72.0| 28.0 
South Atlantic. . 63.3] 36.7| 68.5 | 31.5| 72.7| 27.3] 73.1] 26.9 
East South Central. . .| 64.4] 35.6] 67.1] $2.9| 71.4] 28.6] 72.5] 27.5 
West South Central... .... 59.1 | 40.9| 61.6] 38.4| 64.8] 35.2] 68.4] 31.6 
The West..................| 56.1] 48.9] 58.8] 46.7] 57.1 | 42.9] 55.9] 44.1 
Mountain................ 55.1| 44.9| 53.2] 46.8| 52.9] 47.1] 50.9| 49.1 
53.3 | 46.7| 60.0 | 40.0 | 59.2} 40.8 


*U.S. Census, 1920. Monograph II, Mortgages on Homes, p. 39. 


{ Includes distribution of unknown as to tenure. 


urban homes for the two Central sec- 
tions were 53.3 and 54.5 per cent; only 
the Mountain section was lower, with 
50.9 per cent. Next in order was the 
Pacific section, with 59.2 per cent. 
The East followed, and the South was 
the highest of all. By 1920, there was 


a noticeable tendency to narrow the 
spread between the various sections, 
with the greatest decrease in the South 
and an increase in the Mountain states. 
Some of the sections reached their peak 
of tenancy after 1890; most of them did 
so in 1900; and New England reached it 


United States (those which had a popu-— 
lation of one hundred thousand or 
more in 1890), the percentage of homes 
owned in 1890 was only 22.8, but it in- 
creased to 26.9 per cent by 1920. The 
lowest percentage of home ownership 
was in New York, with 10.6 per cent, 
and the highest was in Rochester, New 
York, with 44 per cent.‘ In 1920, the — 
lowest was again New York, with 12.7 © 
per cent of the homes owned, and the _ 
highest was Omaha, Nebraska, with 


‘U. S. Census, 1920. Monograph II, Mort- 
gages on Homes, p. 59. : 
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48.4 per cent. Baltimore and St. Paul 
were very near the top, with over 46 
per cent. A _ regrouping of these 
twenty-six cities showed that the ten 
most rapidly growing cities had a 
smaller population of owned homes 
than those with a slower growth. 

Taking a second group of fourteen 
cities, with a population of twenty-five 
thousand to one hundred thousand in 
1890, with a very rapid growth between 
1890 and 1920, a decided increase in 
home ownership was quite noticeable 
for the smaller cities. These fourteen 
cities had 32.3 per cent of home owner- 
ship in 1890, and 37.6 per cent thirty 
years later. The range at the former 
date was between 10.2 per cent for 
Birmingham, Alabama, to 56.2 per 
cent for Akron, Ohio. In 1920, Nor- 
folk, Virginia, was at the foot of the 
list, with 23.2 per cent, and Canton, 
Ohio, was at the head, with 54 per cent. 
Akron had only 44.7 per cent at this 
period. Some fifteen cities with a slow 
rate of growth increased from 33.3 per 
cent home ownership in 1890 to 37.5 
per cent in 1920. 

These figures must be taken to sig- 
nify a general trend. To know what 
is taking place in any particular city, 
it is necessary to be familiar with that 
city. Nodoubt, the automobile, better 
roads and streets, suburban transport 
by steam, electricity, and bus, which 
had a great development in the period 
covered by the census (1890 to 1920), 
helped to decentralize cities. People 
can now live further away. Here land 
is cheaper and single family dwellings, 
surrounded by a fair sized lot, are pos- 
sible and within the reach of many peo- 
ple. Subdivisions about all our cities 
are testimony to this tendency. How- 
ever, most of these single family homes 
occupied by owners are outside of the 
city limits of many of our large cities, 
either in the open country or in smaller 
towns and villages—the suburbs and 
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satellites of the mother city. Statisties 
for residential suburbs, therefore, show 
a high proportion of home ownership, 
The main city, with constantly increas- 
ing land values, greater industrializa- 
tion, and commercialization, may ae- 
tually lose residential population, and 
will certainly increase its multi-family 
dwellings and tenant-occupied homes, 
Unfortunately, the census does not re- 
port the percentage of ownership and 
tenancy of cities having a population 
below ten thousand. However, a few 
examples from the data available will 
make this clear. In 1920, 97.9 per 
cent of the homes in Manhattan Bor- 
ough were rented, 91.8 per cent of those 
in the Bronx, 80.7 per cent in Brooklyn, 
63.3 per cent in Queens, and only 57.3 
per cent in Richmond. Chicago had 
73 per cent of its homes rented in 1990, 
but two of the suburbs of Chicago, 
Evanston and Oak Park, had 59.7 per 
cent and 37.4 per cent, respectively, of 
tenant occupied houses. 

In other cases, annexations of resi- 
dential suburbs changed the ratio of 
owner to tenant homes as recorded by 
the census, but left the original city 
with no more owned homes than before. 
Yet, in spite of all these qualifications, 
the increase in home ownership was real 
and satisfying. 


NuMBER OF PER DWELLING 


Other data, however, throw addi- 
tional light on this problem. The cen- 
sus also reports the number of fami- 
lies per dwelling. The definitions of 
“family” and “dwelling,” as used by 
the census, are not the usual ones, yet 
they will serve to indicate the trend 
of tenure.’ If there were a family for 
each dwelling, there obviously would 
be no excess of families over dwellings. 
However, in New York, for instance, 
there were 2.95 families per dwelling in 


5 Tbid., pp. 19-20; or U. S. Census, 1920. Vol. 
II, Population, ch. 14. 
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1890, and 3.49, in 1920. In Chicago, 
this ratio increased from 1.72 to 1.86 in 
this period. The average for the 
twenty-six largest cities was 1.74 in 
1920, but it was 1.92 for the ten cities 
with the most rapid growth. A com- 
parison of the percentage of tenancy 
with the figures showing excess of fami- 
lies over dwellings shows a very general 
correlation between these two factors. 
The only cities where the correlation 
is not close are Southern cities, with 
one exception, namely, Indianapolis. 
Negro tenants in the South are 
housed largely in rented single family 
units, rather than in multi-family 
units.® 

The census figures of 1920 are now 
ten years old, and many changes have 
taken place in city structure, in build- 
ing construction, in transportation, and 
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Monthly Labor Review of June, 1929, 
clearly show this trend in residential 
construction (see Table I1). They are 
based upon the building permits issued 
in two hundred and fifty-seven identical 
cities for the period 1921-1929. In 
1921, 224,545 families were provided 
with housing in these cities, of which 
over fifty-eight per cent were in one- 
family houses, seventeen per cent in 
two-family houses, and twenty-four 
per cent in multi-family dwellings. By 
1926, the situation was reversed. 
Multi-family dwellings were built for 
forty-five per cent of the families, and 
only forty-one per cent were placed 
in single family houses. Two-family 
houses provided shelter for only about 
fourteen per cent of the families, as 
compared with seventeen per cent in 
1921. In 1928, multi-family housing 


TABLE II—PeErcentaGe or Famities PrRovipED ror By NEw RESIDENTIAL CONSTRUCTION IN 
SmInGLE Famity, Two-Famity anp Mutti-Famity Dwe .uinas, 1921-1928, rn 257 Crrres 


OF THE UNITED STATEs * 


i Number of One-Family | Two-Family Multi-Family 
Families Dwellings Dwellings Dwellings 

224,545 58.3 17.3 24.4 

1922. . $37,305 47.5 21.3 31.2 
Se 453,673 45.8 21.2 33.0 
1924. 442,919 47.6 21.5 30.9 
491,222 46.0 17.5 36.4 

462,214 40.7 13.9 45.4 
406,095 38.3 13.4 48.3 


* Based upon building permits issued for the year. Monthly Labor Review, June, 1929, p. 154. 


in general living conditions. The 
multi-family dwelling has gained over 
the single family home, and the two- 
family dwelling seems to be losing 
ground even more than the latter. 
The obvious implication of these facts 
is that the decrease in urban tenancy 
has been reversed by post-war condi- 
tions. The figures published by the 
Bureau of Labor Statistics in the 


6 Dorau and Hinman, Urban Land Economics, 
pp. 409-12. 


provided shelter for more families than 
the other two types put together. 
Figures for 1929 are not yet avail- 
able for the entire group of two hundred 
and fifty-seven cities. The Bureau of 
Labor Statistics, however, has pub- 
lished data for the first six months of 
1929 for the eighty-five cities estimated 
to have a population of one hundred 
thousand or more.’ Table III indi- 
7 Monthly Labor Review, Oct., 1929, pp. 121- 
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TABLE Provipep ror In New R&sIDENTIAL CONSTRUCTION IN SINGLE Famntty, 
Two-Famity Motti-Famity Dweturmcs DurineG THE First Srx Montus or 1928 
AND 1929 1n Crt1eEs or 100,000 anp Over * 


Percentage of Families Provided for in 


Yes f 

Families Single Family | Two-Family | Multi-Family 
Dwellings Dwellings Dwellings 

195,216 30.7 10.6 58.8 

142,066 80.5 10.0 59.4 


* Monthly Labor Review, Oct., 1929, p. 125. 


TABLE IV—IncreasE IN PERCENTAGE OF TotaL Famries Provipep ror IN Mutti-Famity 
DweE.iincs, 1921-1928, py PopuLATION or 


Population 1921 1928 Percentage, 

1921-1928 
42.91 76.56 33.65 
12.78 33.70 20.92 
16.52 26 .53 10.01 


TABLE V—lIncreEasE IN PERCENTAGE OF ToTtaL Provipep For IN Motti-Famity 
DwE 1921-1928, sy Tyre or City 


Increase in 

Type of City 1921 1928 Percentage, 

1921-1928 
Central Metropolitan..................... 80.34 62.59 32.25 


cates that despite a severe drop in the 
amount of residential construction in 
1929 the multi-family trend, in the 
large cities at least, has not been 


stopped. 


The customary treatment of these 
data or of general facts on the same 
subject is to dismiss them as describing 
a phenomenon of the large cities. 
Table IV, computed from the data 
given, however, indicates that size 
alone is not as influential as popularly 


assumed. 


Of course, the change has 


not been without breaks, but in al! ex- 


cept the smallest size group provision 
was made in 1928 for the largest multi- 
family percentage of total families. 
The highest percentage in this popula- 
tion group was in 1927, $8.24 per cent, 
or an increase of 27.11 per cent above 


the low of 1921. 


This increase would 


be the third largest of the six classes 


given. 


TrEND Towarp Mutti-FaMILy 


DWELLINGS 


The data of Table V give a more 
positive conclusion, namely, that the 


q 


| 
| 
| 
( 
] 
4 
2 
- 
1 
3 
1 
t 
st 
| 
Ne 
Mi 
Ea 
a 
Son 
Ea 
We 
| Mo 
Pac 


| 


a Tenancy Versus OwNeRSHIP IN UrBAN Lanp Utiuization 


trend toward multi-family living is 
more a metropolitan phenomenon than 
mere size groupings would indicate. 
The definitions of central metropolitan 
and suburban cities used are those of 
the 1920 census for the definition of 
metropolitan areas; all other cities are 
classed as independent. The striking 
fact here is that the suburb, usually 
looked on as the refuge of the home 
owner, shows a slightly larger change 
toward multi-family units than do the 
central cities. 

Table VI affords some interesting 
comparisons with Table I. The multi- 
family trend, with the inferred increase 
in tenancy, has affected some sections 
which in 1920 had high percentages of 
ownership. The East North Central 
sections and the Pacific states are ex- 
cellent illustrations. The West North 
Central area, which had the highest 
percentage of home ownership in 1920, 
showed the only decrease in multi- 
family units in comparing 1928 with 
1921. This does not show accurately, 
however, the trend in the section. 
The multi-family percentage rose from 
19.70, in 1921, with only one break to 
38.19, in 1927. The 1928 drop to 
19.56 per cent obscures this fact. The 
two-family group also showed a sub- 


stantial increase, from 3.21 per cent to 
11.47 per cent in 1928. 


TABLE VI—IncreaseE In PercentAGE oF Faminies PRovIDED FOR IN 
Motti-Famity DWELLINGs 
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Two warnings are called for. The 
increase from 1921-1922 in the multi- 
family percentage was very sharp in 
most groups. This accentuates the 
total increase over the period, but the 
time of the largest increase is signifi- 
cant. All the data given are for new 
residential construction for the dif- 
ferent years and the percentages are of 
total families provided for by the 
construction of each year. It should 
be noted that whereas the total number 
of families provided for in two hundred 
and fifty-seven cities reached a maxi- 
mum in 1925, the multi-family trend 
has continued since that date. The 
same statement holds true for nearly 
all the classifications made so far. 

The Bureau of Labor calls attention 
to the social significance of this trend: 

Just what effect this change in the type of 
dwelling will have on the social, economic, 
and political life of the country is hard to 
determine. That it will have its impress 
on the character and life of the people is an 
undoubted fact. Few apartment dwellers 
are home owners.*® 


The reasons for the drift to multi- 
family housing are economic and social. 
In the first place, it is less expensive to 
provide comparable housing on the 
multi-family plan than in single units, 
and still less expensive to maintain 

8 Monthly Labor Review, June, 1929, p. 154. 
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services such as heating, lighting, and 
the like. The estimated costs of 
residences and apartments given in the 
building permits show this. They are 
estimates, of course, and are below the 
true cost of construction and the 
figure at which the dwelling is sold 
to the purchaser. 

Figures on costs as stated in building 
permits are available for the same two 
hundred and fifty-seven cities as above 
and are presented in Table VII. It 


pied by a two-family dwelling, it is 
divided in half, and as the number of 
families increases the smaller will be 
the land cost per family. 

This statement, of course, would be 
correct if the value of the lot remained 
the same under these various forms of 
utilization. As a matter of fact, land 
values reflect the present and the pos- 
sible intensity of use, and a site suitable 
for multi-family dwellings would be 
much more valuable than one suitable 


TABLE VII—Cost or Dwe PER Famity As Estmatep IN PErMItTs 


IssuEp IN 257 CiTIES OF THE UNITED STATEs * 


Single Two- Multi- 
Year Family Index Family Index Family Index 
(in dollars) (in dollars) (in dollars) 
3,972 100 3,762 100 4,019 100 
4,134 104 3,801 101 | 8,880 97 
Sa 4,203 106 4,159 111 4,001 100 
a er 4,317 109 4,336 115 4,418 110 
ES ae 4,618 116 4,421 118 4,289 107 
4,725 119 | 4,480 119 4,095 102 
et 4,830 122 | 4,368 116 | 4,170 | 104 
k 4,937 124 | 4,064 108 4,129 103 


* Monthly Labor Review, June, 1929, p. 152. 


will be noted that in 1921 the average 
cost per family for single family 
dwellings was $3,972; $3,762 for two- 
family dwellings; and $4,019 for multi- 
family dwellings. With the exception 
of one year, the cost of multi-family 
housing fell below that of single family 
houses. The trend is best shown in 
the columns showing the index, using 
1921 as a base. In 1928, the per 
family cost of multi-family units had 
risen to only 103, as compared with 108 
for two-family, and 124 for one-family 
dwellings. 

The figures are for construction only; 
the price of the land is not included. 
Multi-family utilization is also a more 
economical use of land. If a single 
family dwelling occupies a lot, the 
whole land cost falls on one unit; occu- 


for a single family house. The land 
cost per family, therefore, tends to be 
more equal than the above general 
statement suggests. Perhaps the best 
way to illustrate the principle is to see 
how the land cost per family is in- 
creased if an owner erects or main- 
tains a single family house on a site 
economically suited for an apartment. 


Factors AFFEcTING URBAN OWNER- 
SHIP AND TENANCY 


Costs of housing must be compared 
with incomes. A study of incomes of 
the urban residents will make it clear 
that hundreds of thousands of wage 
earners have incomes so low that the 
ownership of single family units is out 
of the question. They must be satis- 
fied with renting in multi-family 
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dwellings, and many of them in the 
cheapest of tenements and apartments. 
The New York State Board of Housing 
reported that very little of the housing 
recently erected by private enterprise 
has been within the reach of the wage- 
earning class, even on a rental basis. 
Almost all of this class fall within the 
goup earning twenty-five hundred 
dollars or less per year, which means 
that they should not pay more than 
sx hundred dollars a year for rent— 
the average rental is nearer five hun- 
dred dollars a year, or $12.50 per room. 
less than three per cent of the new 
construction was offered below this 
rate.® 

The realtors’ slogan, “Own Your 
Home,” can have no meaning for these 
people. It has been said that the 
amount spent for the purchase of a 
home should not be more than two or 
two and one-half times the gross in- 
come of the individual. In a typical 
tity like Milwaukee, the average single 
family building permit for 1929 was 
$5,478; the two-family dwelling was 
4,055; and in multi-family units only 
$2,905 per family. Adding the value 
df the lot and making allowance for 
underestimates in the building permit, 
the average home in Milwaukee would 
cost eight or nine thousand dollars. It 
would take an income of nearly four 
thousand dollars a year to own the 
average home in this city. 

However, the movement into apart- 
ments is not solely because of greater 
economy. Many modern apartments 
ost more per family than good single 
family homes, but they have more 
oms, are furnished more expensively, 
aid the services rendered are more 
daborate. Modern construction and 
invention have provided new comforts 
aid conveniences, which are entirely 
absent or else very costly in the usual 
hme. This is in line with the modern 

"Monthly Labor Review, Sept., 1929, p. 105. 
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way of living. Women have more and 
more interests outside of the home, and 
the workshop part of the house has 
shrunk in proportion. More of the 
functions of the old type of home are 
now done commercially away from the 
home. Laundering, and cleaning of 
rugs and clothes, are examples. Food 
is bought prepared, or almost so. 
There is more “eating out.” Part of 
this is due to the distance between the 
office or the shop and the home, but 
part of it is from deliberate choice. It 
is estimated that one-sixth of all the 
food used for human consumption in 
the United States is served in public 
eating places. In New York City 
alone, $1,250,000 is spent by two 
million patrons daily, many of whom 
not only eat one meal, but two and 
three meals, away from home.'® Like 
the farm, the home is becoming 
mechanized. [Electric refrigerators, 
vacuum cleaners, dishwashers, washing 
machines, and ironers are a part of the 
modern home, and many of them are 
“built in” features in the higher priced 
apartments. Mechanical devices have 
taken the place of the vanishing 
servant, whose domain was once the 
single family home. 

However, it is not only the women, 
but also the men, who are glad to pay 
for the extra services which the apart- 
ment offers over the single family 
house. The head of the house is re- 
lieved of caring for the furnace, carry- 
ing ashes, mowing the lawn, making 
repairs, and so forth, which occupa- 
tions fall to his lot if he owns his home. 
He either has to do this himself or has 
to have it done. Men are shifting 
their interest from gardening and 
similar semi-rural pursuits to golf, the 
country club, motoring, and other 
pastimes. In fact, some of these 
pursuits are responsible for the — : 
in the modern home itself. Only in 
10 New York Times, Aug. 18, 1929. 
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smaller cities does the home owner 
maintain a connection with the soil. 

Apartments which offer all these 
extra services are not necessarily 
cheaper than the average home. In 
fact, they make the cost of shelter 
higher, but tenants are glad to pay for 
service, a striking architecture, a well 
sounding name, and convenience. ‘The 
social prestige once associated with the 
ownership of a big house seems to have 
waned in favor of a “grand apartment” 
in some “Manor” or “Arms.” This 
is, no doubt, one of the reasons for the 
building of apartments in small cities 
which were primarily one-family 
dwelling towns. 


APARTMENT SECTIONS 

- Sinee there is little special prestige 
attached to the ownership of a single 
family home and greater conveniences 
in the “cliff dwellings,” there is a 
tendency for whole districts to become 
apartment sections. Such sections of- 
fer accessibility to the business district 
itself, or to transportation. ‘This has 
been the case in the “near in”’ sections 
of New York, east of the Grand Central 
zone and in the “Streeterville,” North 
Michigan Boulevard, area of Chicago. 

According to the New York Times, 


this heightened preference for living in 
apartments is the final break with the rural 
tradition, the last step in urbanization. 
- - - Invasion of suburban regions by 
apartment houses has been marked by a 
curious failure to preserve some of the 
charm of the countryside while providing 
multiple dwellings. . . . Presumably the 
automobile enables the apartment house 
dweller to get “back to nature.” But this, 
too, is at the expense of an increased sense 
of transiency.™ 


Another influence which must be 
taken into account is the recent con- 
dition of the real estate market and of 
the house-building industry. Present 

1 Quoted in Literary Digest, July 13, 1929, 
pp. 58-59. 
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day modes of living, with their high | 


degree of economic specialization, haye 
made the average prospective buyer 
more and more ignorant of residential 
land values and of construction meth. 
ods. He has to rely on the statements 
and opinions of real estate men and 
contractors. Unfortunately, this re. 
liance, particularly in the larger cities, 
has too often been misplaced. Nat- 
urally enough, a person who has been 
sold a subdivision lot which cannot be 
used for a generation, when he has 
been promised immediate installation 
of improvements and increase in value, 
or who has suffered from the effects of 
a shoddy construction job, is not an 
enthusiastic prospect in the market for 
residential buildings. The force of 
this influence can only be guessed at 
on the basis of present data, and com- 
parisons with the other factors men- 
tioned, therefore, cannot be made. 
That it is an influence in the decline 
of ownership cannot be doubted, how- 
ever, and it is equally clear that the 
penalty falls not only on those who 
have caused the undesirable situation, 
but also to a considerable extent on 
the intelligent and honest members of 
the two businesses who do not engage 
in such practices. 

The competition of the sellers whose 
products demand large expenditures 
has undoubtedly become keener. Ra- 
dios, motor cars, travel, to mention 
only a few, are sought today by classes 
of persons who a few years ago would 
have considered them (or their counter- 
parts) entirely unattainable. Thecom- 
mon opinion that the funds formerly 
set aside for the purchase of a house 
and lot are now absorbed by install- 
ment payments on these other goods, 
undoubtedly is founded, to some extent, 
on facts. To what extent the de 
scription is accurate, however, is 
another question, and one which today 
cannot be answered. 
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| Personal factors must be considered, 


also. Those who have occupations 
which require moving about do not 
like to be burdened with real estate. 
If they have to move suddenly, they 
may have to place the home on a 
“buyers’ market,” or lease it for a 
while as absentee owners. America 
has an unusually unstable population. 
People are always shifting from one 
city to another as their work changes 
or as promotions come to the head of 
the family. There is also a good deal 
of shifting within cities, some of it 
because the tenant can afford to move 
to more comfortable quarters, and 
some of it simply because people are 
tired of the old neighborhood. For 
this reason, multi-family units have 
become more or less standardized, so 
that the usual furniture will fit the 
usual apartment. The family with a 
large davenport or an odd rug is often 
“out of luck.” The first of May 
exodus is a vivid reminder of this 
situation. 

There are great variations in na- 
tionalities and races with respect to 
their reaction to home ownership. A 
study made in St. Paul showed that 
the Germans, Americans, Scots, and 
French ranked lowest in the districts 
surveyed." Watertown, Wisconsin, a 
small city largely settled by Germans, 
boasted of the fact that it was the 
“second city in the United States from 
the viewpoint of the ownership of 
homes by its inhabitants.” “ These 
data are too meager, however, to serve 
as a basis of generalizations. 


Tue Aspect 
However, aside from any individual 


preferences, there is a personal financial 
aspect to the problem. To buy a home 


® Dorau and Hinman, op. cit., pp. 405-6. 

William F. Whythe, “Chronicles of Early 
Watertown,” Wisconsin Magazine of History, 
March, 1921, p. 313. 
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in the larger cities of the United States 
means an expenditure of an average of 
at least four thousand dollars for con- 
struction alone. This is the largest 
single outlay the average wage earner 
will make. Few people starting in 
life have that amount of money on 
which to begin “housekeeping.” Home 
buying is of necessity one of the first 
installment purchases we have. Fi- 
nancing of home buying is, therefore, 
the crux of the situation. How soon 
the young man can become the owner 
of a home depends upon the local 
values of real estate, his income, the 
method of financing at his command, 
and the size of the down-payment. 
For a while, he may have to rent an 
apartment or a house, no matter how 
anxious he is to “own a home.” As in 
rural tenancy, there is a ladder to 
ownership which the average man must 
climb, unless he is fortunate enough to 
inherit his home or to have it presented 
to him. We know in a general way 
that many people begin their career 
by renting a few rooms, then a small 
apartment, a larger one, and finally — 
they purchase a home. The multi-— 
family house is admirably suited to the 
needs of such “climbers.” In other 
cases, the bungalow which serves as 
the first home later is sold and a larger 
and more pretentious house is built or 
bought. Sometimes only a first unit 
is built and other rooms are added as 
they are needed or finances permit. 
The exact nature of this “climb” has 
not been studied, as in the case of the 
farm tenure. It would be of interest 
to urban land students and to realtors 
to know just how urban dwellers of 
different classes “climb the ladder” 
from tenancy to home ownership. 
However, in late years it has become 
doubtful if the ownership of a home 
is really the goal of as many people as 

it was in the past. Too many onl 


rests have taken the place of the 
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home. There are cases where owners 
have sold their homes and become 
“cliff dwellers.” The problem is to 
give urban residents the convenience 
and the economy of multi-family 
dwellings with ow nership. 


SuGGESTED MEANS oF INCREASING 
Home OwneERSHIP 


Because the recent trend in residen- 
tial construction indicates a decline in 
urban home ownership, many proposals 
for changing conditions have been put 
forward. The purpose of this section 
is to state concisely the nature of some 
of these proposals and to comment 
briefly on them. A preliminary warn- 
ing, however, is necessitated by the 
uncritical manner in which the problem 
has often been treated. Too much 
effort has been spent in painting 
attractively the benefits of home 
ownership and of camouflaging the dis- 
advantages. In most cases the disad- 
vantages of ownership must be carefully 
weighed against the benefits. Without 
- doubt, for many classes of persons the 
disadvantages outweigh the benefits. 
Frank recognition of these facts is 
indispensable to a discussion of the 
means of increasing ownership. 
Let us list the chief obstacles to 
ownership and estimate the effective- 
ness of the various methods of attack- 
ing them. Such a list would include 
the following: (1) the uncertain value 
of small holdings of urban land at 
certain times; (2) the possible decline 
of the value of property due to in- 
fluences outside of the control of any 
owner; (3) the large proportion of 
taxation for local governmental pur- 
poses which is borne by urban land; 
(4) the costs of financing home owner- 
ship, particularly when second mort- 
gages are required; and (5) the diffi- 
culties of reducing construction costs 
by large-scale building methods. 
U neertain value of small holdings at 


certain times.—The real estate market 
is notably sporadic. Careful indexes 
of its activity are just being made, 
but the general fact is well understood, 
The “booms” and depressions are 
more severe in dealings in some kinds 
of properties, e.g., subdivision land, 
than in others, e.g., apartment prop. 
erty. In a severe depression in the 
small house market the value, in the 
sense of immediate exchange value, 
drops enormously. The equity in a 
mortgaged home may be almost en- 
tirely wiped out. The “willing seller,” 
of course, is seldom a party to ex- 
changes in such a market, and many 
real estate men refuse to consider the 
terms of such sales as evidences of the 
“real value” of the property. This is 
not the place to examine such a state- 
ment; at best, it is poor consolation to 
the small owner who has to sell. 
Some help for the situation comes 
from any smoothing out of the general 
business cycle. But more must be 
done. Encouragement and aid in 
preparing reliable quantitative meas- 
ures of market conditions in individual 
communities, vacancy surveys, permits 
granted, and so forth, as have been 
given by the National Association of 
Real Estate Boards, are undoubtedly 
steps in the right direction. Planning 
bodies which have assembled lot 
counts of subdivision activity are con- 
tributing reliable information. Efforts 
to make the real estate man an adviser 
interested in a fairly constant, healthy 
business, rather than a salesman look- 
ing for a harvest of commissions “while 
the sun shines”’ will help if they are 
successful. Attempts to broaden the 
market by multiple listing, or other 
means, should not be abandoned with- 
out a thorough trial under a variety of 
conditions. Proposals aiming to sim- 
plify and to cheapen the mechanics of 
property transfers—the Torrens sys- 
tem, for example—ought to be given 
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serious consideration. Finally, real 
estate propaganda must be much more 
rigidly examined. Its purpose must be 
to present facts about real estate 
and not to present optimistic myths. 
Statements such as the ones seen re- 
cently in the same issue of a local 
real estate magazine of wide circula- 
tion—one to the effect that urban real 
estate is a superior investment because 
its “value” is maintained in periods 
of depression, the other urging buying 
of real estate now because of the bar- 
gains which may be secured—are 
scarcely adequate to educate and to 
convince sensible persons. Confidence 
which will help maintain a fairly steady 
and healthy market can rarely be 
built on such a light foundation as this. 
The possible decline of values due to 
uncontrolled development.—The protec- 
tion of property values from untoward 
influences from adjacent developments 
and improvements has made rapid 
strides in recent years. Zoning has 
advanced both in popularity and 
method; subdivision control ordinances 
are attacking many difficulties in their 
early stages; restrictions in deeds have 
undergone some distinct improvements. 
The great danger at the present time 
isa neglect of the actual administration 
and the amendment of the control 
devices. Real estate men, as well as 
planners and others, have too often 
been content with the setting up of a 
neat-looking machine for control and 
have overlooked the part played by 
the men who operate the machine. 
Two recent Illinois cases“ have at- 
tracted wide interest because they 
reveal a manipulation of zoning for 
private ends, which is as brazen as it is 


“Welton v. Hamilton, et al, No. 19,259 (Oct. 
19, 1929), Illinois Supreme Court, not yet re- 
ported. Michigan Lake Building Corporation, 
etal, vy. Hamilton, et al, Appellate Court of Cook 
County, Judge Thomas Taylor, Jr. (Dec. 10, 
1929)—the ‘‘Cuneo case.’ 


; Tenancy Versus OwNERSHIP IN URBAN LAND UTILIZATION 197 


dangerous. “Protection” to the small 
property owner from an ordinance 
which is amended at will and altered 
radically by the Board of Appeals will 
soon cease to act as an encouragement 
for widespread ownership of urban 
land. 

Tax burden on urban land.—Real 
estate taxation problems are the sub- 
jects of other papers in this volume. 
Here the obvious fact need merely be 
mentioned that the weight of the 
general property tax on urban real 
estate and, in some cases, the inequity 
of its assessment, discourages home 
ownership as well as investment in 
other types of real estate, under our 
present economy. Other aspects of 
land taxation are not pertinent to the 
subject of this paper. 

High costs of financing small houses.— 
On this point, again, only a reference 
can be made to one side of a very 
significant subject. Second mortgage 
financing is the sore point in small 
house finance today. The common 
rates of from ten to fifteen per cent or 
more are illegal under usury laws, and 
the illegality probably reduces some- 
what the funds available for loans. 
The system of charging interest, dis- 
counts, commissions, and so forth, is 
a cumbersome method which is con- 
fusing, at best, to many borrowers and 
is often used to extort even higher rates. 
Practically nothing is known by persons 
outside the business of the actual risks 
involved—non-payment, the number of 
foreclosures, or other pertinent facts. 

Three suggested remedies for changes 
in methods of finance deserve consid- 
eration: (a) the removing of second 
mortgage loans from the scope of the 
usury laws (or their repeal), in the 
hope that sufficient funds will be 
attracted to lower the rates; (b) a 
system of “‘public credits,” i.e., loans 
by public agencies at low rates of 
interest to house building companies 
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or individuals contemplating certain 
classes of buildings;“ and (c) the 
establishing of large, preferably nation- 
wide finance agencies under Federal 
control to secure funds from the sale of 
collateral trust bonds secured by 
mortgages of urban properties.’ Such 
agencies would merit confidence with- 
out knowledge of the individual mort- 
gages and would facilitate movement 
of capital from areas of plenty to those 
of scarcity. The merits and weak- 
nesses of these plans cannot be dis- 
cussed here. A plea may be presented, 
however, for their consideration en- 
tirely on their respective merits and 
weaknesses, and not on vague charges 
of “un-Americanism” and similar gen- 
eralities. 

Difficulties of securing economies in 
construction.—The proposals which 
may be classified under this heading 
are diverse. Codéperative apartments 
have been advocated as a means of 
securing the lower per family cost of 
building without some of the disad- 
vantages of rented apartments. But, 
at present their use is distinctly limited 
by legal uncertainties, bad promotion, 
unsound finance, and the annoying 
difficulties which arise among most 
classes of people in the management 
and the control of such enterprises. 
Limited dividend companies are very 
promising, but have some difficulty 


15 See S. James Herman, Why “ Public Credits” 
ts the Logical and Practical Solution of the Hous- 
ing Problem of the Lower Income Group. Michi- 
gan Housing Assn., Detroit (1929). 

146Gray and Terborgh, First Mortgages in 
Urban Real Estate Finance. Brookings Institu- 
tion, Washington, D. C. (1929). 
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in securing sufficient capital. Their 
large-scale construction work is an 
important contribution in itself, but 
it is urged by some that unless they 
are given the power of eminent domain 
(public limited dividend companies 
have that power in New York) their 
activities will usually be limited to 
outlying areas where large tracts can 
be bought in acreage. One common 
prejudice which must be overcome by 
all attempts at large-scale construction 
is the association of such methods 
with the ugly, monotonous buildings 
which have characterized much specu- 
lative building. 

No painless remedy or panacea for 
the problems discussed has been found, 
With the present distribution of wealth, 
a large percentage of the population, in 
all probability, will be unable to own 
homes, in addition to those for whom 
ownership is unwise. How large that 
percentage is cannot now be said, but 
it constitutes a problem which should 
receive more attention. The immedi- 
ate problem is to reduce it as much as 
possible and at the same time to give 
more adequate and more satisfactory 
houses to those who can buy. Prop- 
erly applied plans for making small 
urban properties more liquid, the pro- 
tection of residential districts from 
damaging influences, the reduction of 
the tax burden on urban land owners 
and the financing charges for building 
and buying houses, and the introduc- 
tion of economies in residence con- 
struction costs, will help to remove 
the chief obstacles which at present 
bar the way to many who desire home 
ownership. 
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By Prick WeTHERILL, JR. 


President, Regional Planning Federation of the Philadelphia Tri-State District; Mad 
Member, City Planning Commission, Philadelphia, Pennsylvania 


HE wise use of land has always 

been a problem. Nomadic tribes 
found it easier to move on to new areas 
than to try to solve the problem with 
any degree of permanency. It has 
remained an unaccepted challenge, 
even in relatively sparsely settled 
districts. Large tracts of land under 
one ownership and devoted to the needs 
of but very few persons per square 
mile have too often showed the effect 
of lack of judgment. 

The selection of the ground for such 
spacious home sites as Mount Vernon 
and Monticello reflected the discrimina- 
tion and the judgment of the owners 
who took account of factors of utility, 
beauty, accessibility, water supply, 
and innumerable others, by no means 
all confined to the limits of the estate 
proper. 

Today the choice of the country, 
state, or municipality in which one 
builds involves acceptance of laws and 
traditions over which a given individual 
has little control, but which will vitally 
affect the success of his selection and 
use of land. 

The enjoyment of security, of mili- 
tary or police protection, of legal 
registry of titles and laws in defense of 
rights of owners, have come to be taken 
for granted, yet even these fundamental 
privileges have been evolved in a long 
struggle for the wise division of re- 
sponsibility between the private owner 
and the state. 


NATURAL Riguts AND Crvit Ricuts 


The old Anglo-Saxons “lived under 
customs and unwritten laws based 
upon the natural rights of man, and 


permitting the individual to develop 
freely, normally, and happily.” ! But, 
safe title and other services to real 
estate were not viewed as one of these 
“natural rights’”—rather, they were 
“civil rights” acquired by contract 
between individuals and the state, and 
involving payment of taxes and con- 
formity to conditions dictated by con- 
sideration for the common weal. 

Under the fundamental doctrines of 
Saxon liberties, upon which American 
institutions are so largely based, the 
individual owner of “ private property ” 
has ever been a co-planner with the 
community for the use of his land rather 
than a single and entirely free agent. 
His partnership with the community 
limits both and imposes mutual re- 
sponsibilities on both, as well as sep- 
arate responsibilities on each. The 
community, in fairness, must do its full 
share, and by the same standard the 
individual must do his. 

The private owner may resent the 
changing conditions which compel the 
laying out of city streets through his 
erstwhile country estate, but the com- 
munity may be overgenerous in con- 
tributing enough enhancement in value 
to make his neighbors envy what he 
counts a hardship. Nevertheless, this 
invasion of the individual’s “rights” 
and this expenditure of public funds 
for developments which enhance local 
values at the expense of all the tax- 
payers cannot be avoided without the 
sacrifice of public interest. 

There may be a closer approximation 
to justice in the practice of assessing 
benefits, but these are difficult to ap- 

1 Gilbert Chinard, Thomas Jefferson, p. 31. 
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praise fairly, even for abutting prop- 
erty, not to mention the benefit to 
neighborhoods. 

The more successful private develop- 
ers are plotting streets and placing 
restrictions in deeds to protect the 
whole neighborhood in which they are 
investing, if the district isnew. If it is 
old, much of their effort is directed 
toward official sanction for conditions 
they deem conducive to neighborhood 
welfare. 

Private initiative, unwilling to be 
hampered by lack of community 
planning, steps out and plans its own 
community, or guides the government 
into concurrence with its own plans, 
although it would seem more to the 
taxpayer’s interest if the major plan- 
ning by the community had provided at 
least a skeleton structure in keeping 
with easily determinable trends and 
needs. 


Community Versus INDIVIDUAL 
INTERESTS 


In one sense, the title of this article 
is misleading, since it might imply that 
all of the decisions regarding the use of 
land lie with the individual owner, and 
that the only duty of the public is to 
guide private judgment. Of course, no 
such view is held, as it is fully recog- 
nized that by far the most significant 
decisions bearing on the use to which 
urban land is to be put lie, and ought to 
lie, with the community and not with 
the individual, because the provision 
for the needs of all takes precedence 
over the preference of any individual 
owner. 

The planning which changed the 
country estate to the village plot was 
dictated, if it was well done, not by a 
narrow, self-interested conception, but 
by a broad view of community needs 
and trends. The individual who buys 
an urban plot has certain rights as- 
sured to him today that go far beyond 


“common defense” and security for his 
title. The community owes to him, in 
exchange for mounting taxes, the enjoy- 
ment of protection against various 
forms of encroachment which are 
more menacing to his interests than the 
threat of enemy invasion is ever likely 
to be. 

The owner’s right of access cannot 
fairly be left to follow the winding way 
of the ancient cowpath, or to be jeop- 
ardized by the unregulated use of his 
neighbor’s land, which may, in effect, 
deprive him of a reasonable enjoyment 
of public streets. ‘The community has 
some responsibility, and premature 
obsolescence of a neighborhood, which 
may be definitely traced to traffic con- 
gestion, points to the fact that some 
relationship between the burden of 
traffic and the capacity of streets seems 
seriously to be wanting. 

The owner’s right to a pure and ade- 
quate water supply, so essential to 
health, well-being, and the best utility 
of his land, may not be stolen from 
him under, as it were, the very nose 
of his sleeping partner, whose duty it 
clearly is to protect his interest in this 
matter! 

‘The owner’s right to fresh, clean air, 
to play space for his children, to safety 
at home and in the streets, to dignity 
and beauty in his general surroundings 
—these he alone can scarcely protect. 
He must rely on the zeal and the alert- 
ness of his partner, the public, who, 
through acceptance of his tax money, 
has assumed a responsibility for these 
services. 

The fact that it is difficult for com- 
munities to plan ahead, and that they 
have precedents for their sins of omis- 
sion, does not exempt them from the 
duty to plan comprehensively and 
adequately, not in the interest of some, 
but of all property owners and their 
posterity. 

There are still alive a few remaining 
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examples of those who claim that since 
posterity never did anything for them 
they, therefore, owe nothing to pos- 
terity. Nevertheless, our collective 
responsibility is clear. We must see 
that this task is undertaken, and that a 
way is found for our communities to 
benefit by the method of scientific 
planning based on ascertained facts, 
which has done so much for our indus- 
trial and commercial progress. 

The supremacy of American indus- 
tries has been achieved in no small 
degree by farsighted, comprehensive 
planning, not based on abstract hy- 
pothesis, but on scientifically deter- 
mined facts, conditions, and trends. 
The chaos and the inefficiency of much 
of our public life is due to the lack of 
just this sort of guidance—the public, 
who should be guiding, often following 
far behind the public utilities and 
large, private corporations, who look 
ahead. 


DANGERS OF WANTON LEGISLATION 


There are many and real dangers» 
however, lurking in ambush for the 
overzealous, who, seeing a need, plunge 
recklessly into drastic legislation which 
is perhaps theoretically enticing, but 
which may prove even more disastrous 
than the neglect it is intended to rectify. 
Legislation must be based on a full 
recognition of essential, fundamental 
principles, and on facts often not ap- 
parent on the surface. 

It is wise to proceed cautiously and 
to avoid hasty recourse to the panacea 
of new laws. Great administrative 
confusion will result from creating new 
official bodies, with power to embarrass 
existing administrative units, and from 
passing new laws blocking normal and 
necessary business pending academic 
studies by bureaus. The lines of 
authority and responsibility in our 
governing bodies are already confused 
enough. Until the right kind of legis- 
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lation can be drafted and the sound- 
ness of principles proved, it would seem 
wise to stay away from compulsory 
planning and zoning legislation; but the 
time is ripe for right action. 

It seems safe to predict that in the 
readjustments taking place under our 
rapidly changing economic and cultural 
conditions those communities will suffer 
most which have wasted their resources 
in unsound civic expenditures, and 
have in consequence incurred heavy 
indebtedness, with little to show for it. 
A city beautiful may be a city bank- 
rupt, unless economic factors receive 
proper consideration. Beauty and 
healthful surroundings are an asset to 
any city, but it is a bit risky to get 
them by driving great industries away 
from the city. It is sometimes easier 
temporarily to raise assessments than 
to maintain prosperity. 

Under the rapidly changing condi- 
tions of modern science, more and more 
factors are being found to have vital 
bearing on the usefulness of urban land. 
Many of these factors are so remote 
that to the inexperienced they would 
seem to have no real significance. To 
the modern planning engineer, how- 
ever, every new invention must be 
scrutinized. 

For ages, water and rail transporta- 
tion were the determining factors in 
the accessibility and prosperity of 
cities. The canal and steam railroad 
made almost the entire continent as 
accessible as its seacoast, and the 
automobile revolutionized land values 
and uses, even as today the radio and 
the motion pictures are definitely 
amending the recreational habits of 
city dwellers and suburbanites, with 
telling effects upon invested capital. 
Who shall say what the effect of the 
airplane will be, and what new inven- 
tions will come along to make inade- 
quate the most farsighted and compre- 


hensive of our plans for the future? 
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Puians Must Br Compre- 


HENSIVE 


_ If our plans for the future are to 
anticipate with reasonable satisfaction 
the needs of our posterity, we may rest 
assured that they must conform to the 
inherent principles discussed above, 
and they must provide generously for 
those human needs which, taken 
separately, may seem simple enough, 
but which in the aggregate become 
increasingly difficult as the population 
multiplies. 

When we say our plans must be 
comprehensive, we mean that they 
must comprehend the many different 
aspects of complicated community life 
under conditions of ever growing den- 
sity of population. We also mean that 
they must be comprehensive with refer- 
ence to the area which they include, as 
the interdependence of the residents 
of one location upon those of another 
tends to become even more marked. 

It has become a proverb among 
professional planners that the growth 
of urban population always exceeds 
that which is indicated by the sober 
judgment, even of the most expert. 

Things happen faster than thought- 
ful people dare believe they can happen. 
What highway engineer of the horse 
and buggy era could have conjured up 
a mental image of the present day 
traffic problem? It is authoritatively 
stated that an expert commission which 
was appointed in the early nineteenth 
century, to plan ahead for the street 
system for upper Manhattan Island, 
apologized for predicting that within 
two hundred years there would be 
need for highways along the banks of 
the Harlem River! 

In the archives of the city of Phila- 
delphia there is a report of the Com- 
mission of City Councils which, in 
1848, completed the Fairmount Pump- 
ing Station and Dam. In this official 


report attention was called to the fact 
that at that time Philadelphia enjoyed 
the second largest municipal pumping 
plant in the world, and that in the 
judgment of the Commission the 
water question was settled for the next 
two hundred years. Now, less than 
one hundred years later, the pumping 
station has been abandoned, the Fair- 
mount Dam has been destroyed, and is 
the present site of the new Art Gallery, 
Instead of 5,219,505 gallons of water 
per day, the city is at this time using 
nearly 400,000,000 gallons, and is 
seriously concerned about its future 
requirements. 

Innumerable examples could be 
cited to show that the scale of our 
planning for the future must always be 
far beyond that which would ade- 
quately serve at the moment. 


Murvat INTERESTS OF PRIVATE 
OwNERS AND GOVERNMENT 


Perhaps no one has yet evolved the 
ideal scheme for public guidance in 
land utilization, but it is clear that the 
ultimate scheme must involve means 
for the mature determination of what 
should be done in the mutual interests 
of many groups and localities, and that 
opportunities must be given for in- 
corporating the views of private own- 
ers as well as of government officials. 
We must not forget the contract rela- 
tionship which mutualizes the interests 
of these private owners with those of 
the government. 

The effort which is being made in the 
Philadelphia Tri-State District defi- 
nitely attempts to develop and to 
practice just such an American scheme. 

It is imperative that some represent- 
ative and expertly advised authority 
determine as far in advance as possible 
just what areas are to be developed for 
industrial purposes, business, residence, 
recreation, and other uses. The prob- 
lem is being approached more or less 
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experimentally in different municipali- 
ties in the United States, but the 
necessity for solving it is recognized 
throughout the country. 

The following metropolitan centers 
have convinced themselves of the 
desirability of extending their plans 
into the regions suburban and adjacent 
to the great central cities: San Fran- 
cisco; Los Angeles; Minneapolis and 
St. Paul; St. Louis; Pittsburgh; Buffalo 
and the Niagara frontier; New York 
and its environs; Boston; Hartford and 
the Connecticut Valley; and the Phila- 
delphia Tri-State District. 

The sponsorship for these plans is 
assumed by official governmental agen- 
cies, by public benefactors, or by 
mobilized civic and business agencies. 

In the Philadelphia region, with 
which the writer is most familiar, the 
situation is somewhat complicated by 
the fact that within easy commuting 
distance of the Philadelphia~Camden 
center of population there are more 
than three hundred and sixty governing 
agencies scattered over a four thousand 
square mile area, comprising portions 
of the states of Pennsylvania, New 
Jersey, and Delaware, and lying within 
twelve counties. 


REGIONAL PLANNING 


The perception of the desirability of 
a comprehensive Regional Plan for the 
Philadelphia Tri-State District dates 
back to 1923 when a small group of 
citizens first considered the subject. 
This resulted in the organization of a 
Regional Planning Committee. Sub- 
sequently there was appointed a Tech- 
nical Advisory Committee, consisting of 
the outstanding engineers, architects, 
and engineering officials of the region. 
Subcommittees were appointed to deal 
with such typical problems as high- 
ways, parks, public reservations, and 
so forth. These committees met from 
time to time with a small technical 
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staff employed by the Regional Plan- 
ning Committee. The funds for sala- 
ries and expenses were paid out of 
contributions and dues received from a 
limited membership. 

In the meantime, an organized effort 
was under way to sound the business 
and civic interests of the region to see 
how seriously they felt a comprehensive 
regional plan was needed. The re- 
sponse was most gratifying. All of the 
forward-looking business men and citi- 
zens felt that it was essential. It was 
then determined that to plan compre- 
hensively for the region a fund of at 
least five hundred thousand dollars 
would be required for a three-year 
period. Leading citizens, business, and 
civic organizations codéperated in the 
fund-raising campaign early in 1928, 
with the result that more than five 
hundred and twenty-five thousand 
dollars was obtained. 

The Regional Planning Committee 
had been studying the policy pursued in 
planning other regional areas in this 
country and abroad. It had been pre- 
viously recognized that the planning 
in this region could be accomplished 
only through a non-official agency. 
Two outstanding examples of regional 
planning through non-official agencies 
had at this time been in operation for 
several years—the Regional Plan of 
New York and Its Environs, which was 
supported by the Russell Sage Founda- 
tion, and the Regional Plan of Chicago, 
which was supported by memberships 
and subscriptions received from busi- 
ness men, citizens, and official agencies. 
The policy adopted in New York was to 
gather all the necessary data and to 
have the plan made by professional 
planners, and, after it was completed, 
present it to the region, urging its 
adoption. The Chicago policy was 
quite the reverse, as the organization 
there promotes planning through con- 
tacts with public officials. 
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In the early days of the Philadelphia 
regional planning organization, it was 
felt that unless the plan were the plan 
of the people and the officials of the 
region there was little likelihood of its 
being used. It seemed advisable to 
steer a middle course between those of 
New York and Chicago. This policy 
was finally adopted by a committee 
which was incorporated as the Re- 
gional Planning Federation of the Phil- 
adelphia Tri-State District. Briefly, 
this program consists of the construc- 
tion of a preliminary plan, prepared by 
professional planners, employees of the 
Federation, and consultants, in col- 
laboration, in a general way, with the 
Technical Advisory Committee. After 
this tentative plan is prepared, the 
policy is that it shall be discussed with 
all the engineering officials of the region 
and intensively studied by the Techni- 
cal Advisory Committee and the engi- 
neering officials before it is made public. 
It is felt that in this way the plan 
finally adopted by the Technical Advi- 
sory Committee will be the plan of the 
people and the engineering officials of 
the region, and that its eventual adop- 
tion and execution will be assured. 

It is believed to be the first time 
that this policy has ever been pursued 
in regional planning, and it is known 
throughout the country as the Phila- 
delphia Tri-State idea. The present 
indications are that a similar policy will 
be carried out in a number of other 
regions which are now considering 
it. 

The people of the Philadelphia 
region feel that regional planning, 
based upon intercommunal codpera- 
tion, is simply a vehicle to improve the 
convenience, the happiness, and the 
prosperity of present and future gener- 
ations. It is seeking to better social 
and economic conditions so that the 
Tri-State District, of which Philadel- 
phia is the hub, will be a more cheerful 


at) 


and effective place in which to live, 
work, and play. 


PHASES OF THE PHILADELPHIA Pian 


The Philadelphia Regional Plan, to 
be completed early in 1931, will consist 
of seven closely interrelated phases as 
follows: 

(1) A Suggested System of Major and 
Secondary Highways, Boulevards, Park- 
ways, and Bridges. A comprehensive, 
codrdinated system of major and 
secondary highways, boulevards, and 
parkways will alike benefit industrial, 
business, and residential sections. Like 
the railroads, these highways are 
absolutely essential from a transporta- 
tion standpoint, not only for business 
purposes, but for all kinds of recreation. 
They will form the back-bone of the 
Regional Plan. 

(2) A Suggested System of Parks, 
Other Public Reservations, and Conneet- 
ing Parkways. An adequate system of 
parks, parkways, and public reserva- 
tions not only will be a great benefit 
to the people now living in the region 
and to the future generations, but is 
bound to have a_ very beneficial 
effect upon the health of both present 
and future generations. Such open 
areas are the lungs, or breathing spaces, 
of the region. 

(3) A Study of Railway Passenger 
and Freight Transportation Facilities. 
Railway passenger and freight trans- 
portation facilities are necessary for 
regional accessibility. Any improve- 
ment which can be suggested in these 
facilities will affect everyone in the 
region, and naturally will further the 
improvement of industrial, business, 
and living conditions. 

(4) A Study of Waterways and 
Ports. A study of waterways and ports 
is, as we all know, very much needed. 
This phase of the Regional Plan will 
show existing facilities, suggested im- 
provements, and proposed expansion of 
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the ports. The attention which will 
be focused upon this problem will 
undoubtedly hasten comprehensive de- 
velopment of our port facilities. This, 
in turn, will be reflected in the pros- 
perity of the whole region. 

(5) A Study of Sanitation, Drainage, 
and Water Supply Facilities. This 
study will consist of a discussion and a 
graphic presentation of existing condi- 
tions. It will show the future water 
supply which will be required to meet 
the needs of the constantly increasing 
population of the region. It will 
emphasize the necessity of protecting 
the future water supplies from objec- 
tionable pollution from sewage, indus- 
trial waste, and other sources, and like- 
wise, of freeing as speedily as possible 
the present sources of supply from 
objectionable pollution. 

It will give information concerning 
the different drainage areas, from which 
studies can be made to determine the 
most advantageous solution of the 
sewage disposal problem for the dif- 
ferent communities in the respective 
drainage areas which have not already 
solved this problem. 

(6) A Suggested System of Airways 
and Landing Fields. A coérdinated 
system of regional airports and landing 
fields is an essential part of modern 
transportation. This subject will be 
comprehensively treated under the 
guidance of the leading aéronautical 
experts of the country. It will be 
graphically presented, indicating sug- 
gested locations for airways and land- 
ing fields and the reasons for them. 

(7) An Indication of the Probable 
Distribution of Population. These 
studies indicate that the number of 
persons living in the region will increase 
from an estimated population of more 
than 3,500,000, in 1930, to about 5,700,- 
000,in 1970. It is obvious that if the 
region is to be a desirable place in which 
to live in 1970, liberal provisions must 


be made for all the facilities just dis- 

cussed, essential as they are to the 

continuous improvement of the social 

and economic living conditions of a 

present and future generations. 


GROWTH AND SPREAD OF REGIONAL 
PLANNING 


Fortunately for the future of Ameri- 
can cities, city and regional planning 
have taken their proper places in the 
minds of most of our forward-looking 
citizens. Fortunately, also, under the 
leadership of Mr. Hoover, the Depart- 
ment of Commerce has sponsored 
standardized legislation for the guid- 
ance of various municipalities and state 
legislatures. 

The Philadelphia Regional Plan 
articulates with the New York Plan at 
points of contact, and all over the 
country city and regional plans are 
being initiated. Even discounting the 
natural enthusiasm resulting from 
first-hand contact with this plan of 
coéperation, it seems safe to predict 
that its use will spread, and that the 
same principles will be found to apply 
not only to other localities, but to the 
larger areas and the political jurisdic- 
tions. For example, groups of regions 
such as the Atlantic Seaboard states, 
the Pacific Coast states, and so forth, 
and ultimately nations, will find it © 
desirable to provide similar machinery 
for the codperative working out of oe: 
interdependent destinies. 

The principles upon which to develop 
a national plan and the human ma- 
chinery of coéperative, constructive 
effort are being evolved from practical 
experience on a smaller scale, and the 


information resulting from the sum 
total of local plans will greatly advance 
the solution of such national problems 
as flood control, national parks and 
forests, express highways, and conser- 
vation of natural resources in 
to population trends. 
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It is the writer’s personal hope that 
the Pan-American Union will, in due 


- course, become a great continental 


planning board, dedicated to the de- 
velopment of continental prosperity, 
employing a permanent engineering 
staff, and organized to encourage 
maximum participation by all Ameri- 
can nations, large and small. 

There is a large and rapidly growing 
literature available on the subject of 
planning. Organized efforts are being 
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made to formulate the best experience 
to date and to create the most expe- 
ditious means of causing the adoption 
and the execution of appropriate and 
timely recommendations which are 
properly related to the orderly devel- 
opment of communities. The entire 
subject has passed out of the stage of 
discussion and controversy, and ig 
taking its place as one of the most 
significant movements of our modern 
social and economic life. 
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HE closing of the World War 

brought forth a captivating bit 
of public discussion on the probability of 
food shortage. The ancient fear of 
hunger for the race again haunted 
men. Food and population became 
topics for popular discussion and popu- 
lation increases of every hue and shade 
began to menace standing-room on 
earth, according to the new Malthu- 
sians. 

It is not certain that the demon- 
strated surplus production which has 
characterized agriculture for the past 
eight years has in any way allayed the 
fears of the theorists. For practical 
purposes, we are producing more 
wheat, more corn, and more cotton 
than can be consumed. In fact, the 
agricultural surplus has become a 
burden and has been the central 
theme of political discussion in all re- 
cent political campaigns. It is curious 
that discussion of a food shortage 
should occur at a time when it is ob- 
vious that the country is flooded with 
food beyond its ability to consume 
and beyond the effective demand of 
importing countries. It was exactly 
acentury ago when Malthus first pre- 
sented his famous dictum that popu- 
lation is increasing faster than food. 
In a sense, the first presentation of the 
theory, now known as the Malthu- 
sian theory, came during a post-war 
period. Europe was still suffering 
from the aftermath of the Napoleonic 
wars. The high-geared production 
during a war, when agriculture is 
stimulated and a market is readily 
found for the farmers’ products, sel- 
dom brings forth discussion of over- 


The Surplus 


By BERNHARD OsTROLENK 


Member, Editorial Staff, The Annalist, New York City 
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population and food shortage. It is - 
after the war, when the surplus mounts 
and unemployment depresses pur- 
chasing power, that the fear begins to | 
haunt men that there may be <7 
many people in this world. It is then ae 
that immigration laws are placed on 
statute books and it is recalled that in 
the confused causes of war no insigni- 
ficant part was played by the chatter © 
of amonarch who wanted “a placein | 
the sun.”” It does not now seem so idle 
and boastful. Surplus goods are some- 
how confused with surplus population, 
and in the midst of unparalleled agri- _ 
cultural production and 
surplus there comes this curious ~<a 

of a food famine, and there emanates 
from secluded studies of professors, as 
well as from halls of the legislatures, _ 
treatises and orations lauding the _ 
farmer and urging the extension of the a 
agricultural-producing machinery. 


Wuat Constitutes A SURPLUS? 


The subject of the surplus lands, 
therefore, is not an idle discussion. 
To be sure, there are varieties of opin- 
ions as to what constitutes a surplus 
in production and, hence, a surplus in 
lands. There is one school of thought 
which discusses the surplus with a 
wave of the hand, or behind a gentle 
deprecatory cough. One is told that 
there is no surplus, since all the food is 
ultimately consumed. Another school 
of thought maintains that there ought 
to be no surplus because many people 
go without food, and it is only a matter 
of distribution. Or, again, one may 
be told that if there is a surplus now 


there soon will be none, because cities 
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are growing and the number of pro- 
ducers is diminishing. 

Obviously, this is all plain quibbling. 
Corn may be grown in such quantities 
and produce such a surplus that it be- 
comes cheap enough to be used for 
fuel. Thus, it is ultimately fully con- 


7 sumed. Wheat or potatoes may be so 


plentiful and so cheap as to be used for 
hog feed. Again, the crop is ulti- 
mately used up, but it competes with 
products lower down in the scale. 
Feed for hogs becomes fuel, and food 
for man becomes feed for hogs. It is 
neither efficient nor profitable to grow 
corn as fuel or potatoes as hog feed. 
The farmer must look upon such pro- 
duction as a surplus. 

As for those who argue that it is 
merely a matter of finding the needy, 
it may as well be argued that better 
distribution will eliminate any possible 
surplus in automobiles. Since there 
are many people who would like to 
own automobiles and do not have 
them, the point of satiety is far distant. 
Moreover, many people may want two 
cars after they have the first—and 
possibly a third. The ceremony of 
paying for the automobile is the only 
obstacle. If a way could be devised 
for giving pedestrians automobiles and 
the manufacturer a reasonable price, 
the better distribution idea would be 
sound. In the same way, if the hun- 
gry could secure the wheat and the 
farmer be paid for it, better distribu- 
tion might solve the problem of the 


surplus. 


After the war, there were millions 
of people st:.2.iag in Russia while 
wheat was a glut on the American 
market. The problem was to pay the 
American farmer for his wheat and 
bring it to the Russians. The farmer 
could not afford to give his wheat 
_ away, and the Russians had no money 
to pay for it. The organization of the 


American Relief Association solved 
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this particular problem. Money was 
raised from charitably inclined Amer. 
cans with which the wheat was pur. 
chased and given to the hungry. 

Looked at practically, the economist 
recognizes the existence of a surplus 
when the product cannot be sold at q 
price to cover the cost of production, 
and it is this principle that must guide 
us in discussing a theoretical problem 
such as is presented in this paper—the 
surplus of farm lands in the United 
States. 

It may not be amiss to sketch 
briefly at this time the picture of agri- 
cultural land resources in the United 
States which, in a sense, are surplus 
farm lands, but are not as yet in culti- 
vation. ‘The total area of the United 
States is given as 1,903,000,000 acres, 
of which only 365,000,000 acres are at 
present being used for harvest crops. 
The remainder is partly used for 
pasture, forests, and cities, and is partly 
waste land. How this unused acreage 
can be made to serve the purposes of 
greater crop production is at best 
problematical. Obviously, the best 
land, that is, the best land from the 
economic standpoint, is probably to 
day under cultivation. Additional 
land will be put under cultivation only 
at additional cost and at the expense 
of land now in forest and _ pasture. 
There is considerable waste in both; 
hence, the depletion of either forest or 
pasture land is not a serious item, es- 
pecially since land that will be put 
under cultivation must have certain 
topographical requirements, thus leav- 
ing much mountainous and arid land 
that may still be used for forest and 
grazing. The extreme area of waste 
land which may be used for crop de- 
velopment is about 973,000,000 acres, 
an area almost three times the present 
crop area, leaving 262,000,000 acres 
for forest and 468,000,000 acres for 


é 


The present 365,000,000 acres, 
therefore, can be augmented by a po- 
tential area eight times the crop area 
of Germany. There may be limita- 
tions to the use of this land. In the 
North, the season is shorter and the 
number of days between plowing and 
first frost is smaller, thus limiting the 
kind of crop that can be grown there. 
Yet, by the development of rapidly 
maturing varieties of grain this grow- 
ing belt has been successfully invaded. 
The corn belt at one time had its 
northern limits in the south of Minne- 
sota, but has now almost reached the 
central part of that State, and flint 
corn is grown in Canada. The aver- 
age yield of corn in North Dakota is 
26.5 bushels an acre, or only one bushel 
less than the average for the United 
States. The corn area of North Dakota 
has doubled in the past eight years. 

As one travels west, one comes in 
contact with regions having less and 
less rainfall, the arid and semi-arid 
regions. Dry farming and the intro- 
duction of drought-resisting varieties 
have done much to bring these regions 
under cultivation. In the past, this 
land was settled not because of an 
economic need, but in response to a 


_ general orgy of land development. 


The full extent of crop production 
under economic pressure has not as 
yet been felt here. It is reasonable to 


- assume that the land is capable of con- 
_ siderable productivity. 


There is also much land that will 


need special soil treatment for crop- 
ping. It may be acid, infertile, or 
may need humus. These conditions 
_ do not preclude the use of this land for 


crop production. In fact, it may be 


a ideal for selected crops when properly 
treated. 


Much of the fertile land is today in 
cut-over or forest land, and will re- 
quire clearing; other land may need 
drainage, and some having satisfactory 


conditions for fruits and vegetables 
may require irrigation. 

Economic factors, that is, the price 
of agricultural products, the cost of 
bringing these products to market, and 
the importance of agricultural exports, — 
will have their effect on the probable 
extent to which this land will be 
utilized in the future. At the present 
time it may be put down as a vast 
reservoir of surplus land, potentially 
capable of supporting a greatly in- 
creased population. 


SUBMARGINAL LAND 


As a matter of fact, the surplus land 
is not confined to the unused land, but 
in accordance with our definition (the 
product must be sold at a price to cover 
costs of production—land commonly 
called submarginal) we may regard a 
considerable proportion of the land 
now in cultivation as surplus land. In 
fact, practical farmers so recognize it. 
Between 1910 and 1920, twenty-four 


million acres were added to the im- _ 


proved area, but forty-eight million 
acres were added to the crop area. 
The improved area is the area now in 
farms. The crop area is that portion 
of the farm land used for crop produc- 
tion. The figures indicate, therefore, 
that twenty-four million acres more 


were put into crop area than were _ 


added to the farm lands. It means 
that much of the farm land which is 
today in pasture or forest, but included | 
in farms, can be used for crop produc- _ 


tion, and at least twenty-four million __ 


acres of such land were changed from 
one to the other use in ten years. The 
census reports one hundred million © 
acres of such land—land which is al- — 
ready in farms, but not cropped. A 


considerable proportion of this one _ 


hundred million acres may safely be 
considered surplus farm land. 
Practical farmers also consider a large 


portion of their crop land as sur- 
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TABLET 
Acreage 
Five-year under 
fan. Five-year Average Average Efficient Wasteful 
Yield Acreage! | Production?| Acreage * Remarks 
a b c d e f 
Wheat 4 804,151,000 bushels | 58,092,000 | 34,219,000 | 23,873,000 |Unit of efficient 
production is 
23.5 bushels. A 
crop average of 
pe —_ pean countries, 
including semi- 
arid land 
ee 68,007,000 bushels 4,899,000 2,180,700 2,718,300 [Same as above, 
26.5 bushels 
~ Corn * 2,850,904,000 bushels | 106,626,000 71,025,000 31,601,000 |40 bushels as 
standard  effi- 
ciency 
a 1,318,021,000 bushels | 42,850,000 | 27,998,000 | 14,852,000 |47.4 bushels. Eu- 
ropean average 
secured, the 
same as wheat 
Barley *...... 186,567,000 bushels 7,516,000 5,389,000 2,127,000 |34.7 bushels. Eu- 
ropean average 
secured, same 
7 as wheat 
Potatoes . . $95,242,000 bushels 3,697,000 1,976,000 1,721,000 |200 bushels as 
average 
Cotton 11,516,000 bales 37,616,000 28,790,000 8,826,000 |200 pounds as 
average 
Hay" 90,159,000 tons 59,835,000 | 45,079,500 | 14,755,500 |2-ton average 
‘Total®. 317,131,000 | 216,657,200 | 100,473,600 
or 31.5 per 
= total acre- 
wie 5 age used 


1 Figures taken from U. 


S. Dept. Agr. Year Book, 1926. 


2 Totals in this column have been secured by dividing the corresponding figure in column b by 
the unit of production given in column f. 

3 Totals in this column have been secured by subtracting the figure in column d from the corre- 
_ sponding figure in column c. 


‘U.S. Dept¥Agr. Year Book, p. 803. 


5 Tbid., p. 825. 
5 Thid., p. 834. 
7 [hid., p. 848. 
8 p. 860. 
Ihid., p. 932. 


10 Thid., p. 952. 
11 Jbid., p. 981. 
12 Total crop area in the U. S. in 1926, 356,749,390 acres (Year Book, 1927, p. 1203); total crop area 


in the U. S. under efficient production, 244,203,333; superfluous acreage, 112,546,057. 
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plus land. By 1924, the crop area had 
again fallen nineteen million acres, 
which were permitted to return to 
pasture, and it may be parenthetically 
pointed out here that the decreased 
acreage in 1924 yielded a larger volume 
of products than the larger acreage in 
1920. In 1924, thirty-four million 
acres of the cropping area were per- 
mitted to remain fallow, and thirteen 
million acres more were planted, but 
were not harvested. Thus, we have 
here a further amount of forty-seven 
million acres that were considered by 
the farmers themselves as surplus farm 
land. Adding to that the decreased 
area of nineteen million acres, we 
have, in 1924, sixty-six million acres of 
surplus crop area so recognized by 
practical farmers. This constitutes 
nearly one-fifth of the area in crops 
today, or almost one-half of the crop 
area of Germany. It may again be 
pointed out that the abandonment of 
one-fifth of the area resulted in no 
decrease in crop production. 

From this point on, an estimate of 


the surplus farm land becomes highly 


theoretical. It would be necessary to 
estimate at what point the average 
yield per acre is too low to be profitable 
at present prices. ‘The average yield 
of wheat in the United States is around 
thirteen bushels per acre, many regions 
having yields of from five to ten bushels. 
When the yield is six bushels or less, 
the average cost is $2.82 a bushel; when 
the yield is between seven and twelve 
bushels an acre, the cost is $1.47. The 
average farm price of wheat in 1928 
was $.972; in 1927, $1.112; and in 1926, 
$1.198. In 1928, the following states 
averaged less than twelve bushels per 
acre, the yield at which wheat, even 
with a large margin, was produced at a 
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loss: Nebraska, North Carolina, Geor- 
gia, Kentucky, Tennessee, Alabama, 
Arkansas, Texas, and New Mexico. 
By more accurate computation it can 
be shown that other states whose 
average production was below cost may 
be added to the list. 

It may be asked how farmers can 
afford to produce wheat year after year 
at a cost of $1.47 and sell it for $.97. 
The answer is, that the cost figure is 
theoretical and assumes a certain fair 
wage for the farmer’s labor and interest 
on his money invested. He receives 
neither the wage nor the interest. 

Similar illustrations may be given to 
show that there is surplus land used for 
cotton production, for corn, and other 
grains—in fact, for all agricultural 
production. 

It would be futile to establish any 
set rule to indicate at what point 
arable land enters the surplus cate- 
gory. The average yield of corn in the 
United States is about thirty-five bush- 
els per acre, but yields of one hundred 
bushels are quite common, and even 
one hundred and twenty bushels per 
acre have been secured. Ordinary 
farm land, with skilled farming, can 
average from eighty to ninety bushels 
per acre, year in and year out. Fig- 
ured on a theoretical basis, then, it is 
quite obvious that at least one-third of 
the corn land may be regarded as un- 
profitable productive land at present 
prices, and therefore surplus lands. In 
Table I, I have taken a more practical 
standard of efficient production and 
have estimated the surplus area in culti- 
vation, should present total production 
be maintained under more efficient 
farming. For the eight crops under 
consideration, 31.5 per cent of the 
acreage is surplus farm land. 
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Tenancy Versus Ownership as a Problem in the Utili- 
zation of Farm Real Estate 


By L. C. Gray 


Principal Agricultural Economist, In Charge. Division of Land Economics, Bureau of Agricultural 
Economics, United States Department of Agriculture, Washington, District of Columbia 


HAT is known about farm 

ownership and tenancy in the 
United States, particularly from the 
standpoint of their influence on meth- 
ods of utilization, may appear consid- 
erable, quantitatively speaking; but 
from the standpoint of actual under- 
standing, our knowledge does not as- 
say a very high percentage of pure gold. 
We have a large volume of general sta- 
tistics covering certain subjects by 
states and a smaller number of subjects 
by counties; but general statistics by 
large geographic units lead us but a 
little way into the understanding of the 
complex of human relationships, local 
customs, geographic variations in form 
and conditions of tenure, and the inter- 
action of the form of tenure and the 
physical environment. We have the 
advantage of a number of intensive 
surveys in particular areas, but in 
reality they are’discouragingly few and 
scattered. 

Finally, there has been a good deal of 
dogmatism; some of it by reasoning 
from analogies in other countries, some 
representing useful a priori analysis 
in the formulation of working hypo- 
theses, and some growing out of falla- 
cious conclusions derived from more or 
less inadequate statistics. In the pres- 
ent article one can attempt little more 
than to present some of these wares as 
illustrations of the inadequacy of our 
present comprehension of tenure prob- 
lems. 


Types or TENANT AND OWNER FARMS 


A casual study of the geography and 
the statistics of tenancy and operating 


ownership reveals a tendency to con- 
fine each form of tenure to the opera- 
tion of certain classes of real estate. 

In the first place, a farm cannot be 
rented if it is incapable of supporting 
a tenant family in addition to paying 
rent to the landlord. For this and 
other reasons the poorer lands and 
small, uneconomic farm units through- 
out Appalachia, the Ozarks, and the 
less fertile parts of the South Atlantic 
and Gulf coastal plain, the northern 
cut-over areas of the Great Lakes 
states, and elsewhere, are operated 
mainly by owners. 

In the South particularly, and to 
some extent in other parts of the coun- 
try, there is a distinct tendency for 
tenants to operate mainly crop land, 
while land owners retain for direct 
operation the woodland and pasture, 
with, in some cases, a modicum of crop 
land. Frequently this is merely a 
double form of economic organization 
on a single plantation, operated under 
unified direction; in other words, a 
twofold system of organization within 
a single economic unit. 

This tendency is indicated for the 
United States as a whole and its princi- 
pal subdivisions in Table I. In every 
group the percentage of the average 
farm acreage in harvested crops, ac- 
cording to the census of 1924, was higher 
for tenant farms than for farms operated 
by owners. Moreover, although the 
average size of farms was greater for 
owner farms in all the subdivisions ex- 
cept the nine Northeastern states and 
the twelve North Central states, the 
average acreage of harvested crops per 
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L SUBDIVISIONS, 1924 
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TABLE I—AveraGe Acres Per FarM, AND AMOUNTS AND PERCENTAGES IN HARVESTED CRO 
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_ ‘Tenancy Versus OWNERSHIP IN Farm Estate 
farm was higher for tenant farms than 
for owner farms in every principal subdi- 
vision except the twelve Southeastern 
states, where it was the same for both 
classes, and in the four South Central 
states, where the area of crop land was 
larger on owner-operated farms. 

The greater proportion of the aver- 
age acreage in crops on tenant farms 
than on farms operated by owners is 
probably largely accountable for the 
fact that in 1924, in forty-three of the 
forty-eight states, the average value 
per acre of farm land, exclusive of 
buildings, was higher for tenant farms 
than for owner-operated farms. ‘The 
exceptions were Rhode Island, New 
Jersey, and Maryland, where the 
higher average for owner-operated 
farms is probably attributable to large 
numbers of truck farms and suburban 
farm homes, almost exclusively op- 
erated by owners; California and Flor- 
ida, where the influence of truck farms 
and fruit farms having a high value 
per acre and rarely operated by tenants 
is apparent; and the State of Washing- 
ton, where somewhat similar causal 
factors are perhaps influential, although 
in less degree. 


Other Land 
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88.5 
72.3 


28.4 
54.2 


Percentage Distribution of Land 
in the Average Farm 


87.7 
48.5 
14.8 


Crops 
Harvested 


47.6 
60.6 
27.3 


23.1 
20.9 
49.5 


Other Land 


22.3 
19.7 
59.4 


32.9 
61.9 
278.2 


33.8 
51.0 
173.3 


34.0 
78.1 
57.1 


Average Acreages 


Crops 
Harvested 


VALUE OF BUILDINGS 


51.0 


108.7 
87.3 


In the matter of value of buildings, 
owner farms for the United States 
as a whole far exceed tenant farms, but 
this is by no means the case in all parts 
of the country. In the South, of 
course, the cheap type of dwellings 
and the small provision for barns on 
tenant farms makes for average values 
of buildings far below those of owner 
farms, but in the Middle Atlantic and 
East North Central groups the average 
value of buildings on tenant farms con- 
siderably exceeds the average for owner 
farms; the two groups are nearly the 
same in New England; and the average 
for tenant farms is only about twelve 
per cent less than the average for 
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Entire Farm 
107.1 
$20.0 | 384.8 


Tenant | Owner | Tenant | Owner | Tenant | Owner | Tenant | Owner | Tenant | Owner | Tenant | Owner | Tenant | Owner 


and Pacific Division 


Southeastern Division (12 states) . 


TABLE I—Averace Acres Per Farm, AND AMOUNTS AND PERCENTAGES IN HARVESTED Crops, PASTURE, AND OTHER Uses, CLASSIFIED BY TENANT FARMS 


North Central Division (12 states)} 179.4 
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United States (48 states) ........ 
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owner farms in the Mountain states 
and about eighteen per cent less in the 
Pacific and the West North Central 
group. 

The above discussion has already 
suggested that distinct contrasts are 
apparent in the types of farming, and 
consequently in the types of farm real 
estate, operated by the two major 
tenure groups, a fact long recognized. 
No census classification of farms by 
type of farming has been made since 
1899, when percentages of the number 
of farms of various types operated by 
tenants were reported as follows: 
TABLE II—Percentace or TENANCY ON 
Farms By Principat Source or Income, 1899 


All farms. 
Farms by princi ipal 8 source ¢ of ii income 


39.3 

products .................... 
Wiowers and plants................. 14.7 
24.9 


PERCENTAGE OF TENANT-OPERATED 
Farms 


It is apparent that the percentage 
of each class of farms operated by 
tenants was higher than the percentage 
of farms for all classes in the case of 
cotton, tobacco, rice, and hay and 
grain farms. It was approximately 
the same for sugar farms. ‘lo a large 
extent, these are one-crop systems— 
that is, practically all of the farm in- 
come is derived from a single commer- 
cial crop. This is somewhat less true 
of the group classified as hay and grain 
farms, but even this group comprises a 
large number of tenant farms in the 
Great Plains devoted mainly to the 
production of wheat and flax for mar- 
ket, and numerous tenant farms in the 


ney 


Corn Belt operated largely for the pro- 
duction of corn for sale with only inci- 
dental production of livestock. Types 
of farms predominantly operated by 
owners include nurseries, flower farms, 
fruit and truck farms, general livestock, 
and dairy farms. 

Although no census data on types of 
farms are available since 1900, a tabu- 
lation of the farms reporting certain 
crops, by tenure, made in the 1924 cen- 
sus, confirms roughly for certain cases 
the indications of the 1900 tabulation 
with respect to cotton, tobacco, and 
corn for grain (Table III). The per- 
centage for velvet beans is high because 
they are grown mainly in a region char- 
acterized as a whole by a high per- 
centage of tenancy. When compari- 
sons are made within the region, it is 
found that this crop, which is a rough 
index of an escape from _ traditional 
methods of farming, is grown on a 
much larger proportion of the farms 
operated by owners than on those op- 
erated by tenants. Allowance should 
be made for the fact that, whereas the 
types shown in Table II are deter- 
mined on the basis of the principal 
source of cash income, Table III in- 
cludes all farms reporting the harvest- 
ing of the crop, whether for sale or for 
home consumption. 


TABLE III—Percentace or TENANCY ON 
Farms Reportinc Certain Crops HARVESTED 


Sweet potatoes or ‘yams 38.2 
Cotton. 
Sugar beets for sugar. cosas 
Oats cut and fed unthreshed. . .. 29.0 


The conditions these 
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and form of tenure are complex, and 
are not fully understood. The pre- 
dominance of tenancy in certain types 
of specialized farming might suggest 
that such types are best adapted to 
operation by tenants. ‘This conclusion 
should be received with caution. Fruit 
farms, which are generally highly 
specialized, are predominantly owner- 
operated. Evidently, if specialization 
is favorable to tenancy, other consid- 
erations in the case of fruit farming off- 
set the advantage. ‘The predominance 
of tenant farming-in the production of 
cotton and tobacco, moreover, is also 
not susceptible of so obvious an ex- 
planation. 

Cotton and tobacco happen to be 
produced mainly in areas where a large 
percentage of tenancy is inevitable as a 
result of the complex of social and eco- 
nomic conditions growing out of slav- 
ery, the plantation system, and their 
concomitant, the poor white class. 
Tobacco is produced to some extent 
outside of the territory formerly domi- 
nated by the plantation system. In 
Connecticut only eight per cent of the 
product in 1924 was grown by tenants, 
and in Wisconsin thirty-four per cent; 
while the percentages for the Southern 
states are: 60 for North Carolina, 59 
for South Carolina, 49 for Kentucky, 
and 43 for Virginia. Pennsylvania, on 
the other hand, although outside the 
plantation area, has a percentage of 51. 


Crop PropucTion FAVORABLE TO 
TENANCY 

Most probably the predominance of 
crop production is favorable to ten- 
ancy, other things being equal, because 
a relatively small amount of capital is 
required, such as workstock and imple- 
ments, which can be supplied by the 
tenant; or, if furnished by the landlord, 
as under the cropper system, may be 
operated under the landlord’s close 
supervision. Methods of technique 
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affecting the landlord’s return can be 
more or less standardized, and his re- 
turn is affected comparatively little by 
the effectualness of the tenant’s judg- 
ment in business matters. The division 
of return comes only at harvest time, so 
the landlord does not have to be con- 
tinually on hand to make sure that he is 
receiving his proper share. Where a 
single commercial crop predominates, 
the contract between landlord and ten- 
ant is not complicated by the necessity 
of arriving at an agreement with respect 
to the division of acreage between alter- 
native crops. 

Types of farming characterized by a 
small proportion of tenancy have some- 
what opposite characteristics. In poul- 
try farming or in fruit growing, for in- 
stance, the sharing of returns would 
place the landlord in the position of be- 
ing dependent for his income on the 
effectiveness of the tenant’s technical 
management and the wisdom of. his 
marketing policies. In dairying the 
returns are coming in daily or weekly, 
and unless the landlord is continually 
present he is not in a position to know 
how honestly his share is allotted. 
Moreover, if he contributes to the 
capital investment in the form of owner- 
ship or part ownership of the herd, he 
has committed himself to an invest- 
ment, the value of which may be seri- 
ously impaired by neglect or misman- 


Caso LeaSeS 


The point might be raised that the 
difficulties of the landlord-tenant rela- 
tionship in such types of farming may 
be largely obviated under cash leases. 
This is true in a measure, but cash 
leasing is a comparatively minor form 
of tenancy in this country. In 1924, 
farms operated by cash tenants con- 
stituted only sixteen per cent of the 
total number of tenant farms, having 
declined notably since 1920; and, what 
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is more significant, included less than 
fourteen per cent of the total land in 
harvested crops on tenant farms. 

Our tenants as a class do not com- 
mand sufficient means to provide alone 
the capital requirements of dairy farms 
and general stock farms, nor is the 
undertaking of such investments by 
the tenant encouraged by the short- 
term leases which predominate in this 
country. Fruit farms, in particular, 
require too long a period before trees 
come into bearing to justify tenants in 
setting out trees, and landlords are 
naturally loath to lease developed fruit 
farms to tenants and to run the risk of 
losing their orchards by neglect. ‘any 
landlords are unable or are loath to 
provide the specialized buildings and 
fixtures requisite for rented farms 
devoted to dairying and poultry 
raising. 

In spite of the difficulties, however, 
in tenant operation of these types of 
farms, there are many interesting ex- 
amples of individuals who have found it 
possible to make adjustments in the 
financial and personal relations between 
landlord and tenant necessary to over- 
come such obstacles. One of the most 
notable classes of adjustment is that 
involved in the various forms of the 
so-called stock-share lease, which has 
been widely employed for rented farms 
devoted to dairying and stock raising. 


RELATION OF TENURE TO EFFICIENCY 


No subject is involved in more con- 
fusion than the bearing of form of ten- 
ure on efficiency in land utilization. 
Many have assumed, sometimes on 
the basis of local observations, that 
tenant farming is necessarily inefficient 
as compared to owner farming. It has 
long been held that theoretically it is to 
the interest of a share tenant to farm 
less intensively than would be advan- 
tageous for owner operators or for cash 
tenants. 


Se 


The conclusion that tenants are less 
efficient than owners in current pro- 
duction is subject to many qualifica- 
tions. Efficiency is affected by many 
conditions besides the mere distinction 
between operation by tenants or by 
owners. For one thing, it is primarily 
a resultant of personal aptitudes. An 
ignorant and unenterprising class of 
people may be inefficient either as own- 
ers or as tenants. If owners as a class 
in any locality are more intelligent and 
alert than the class of tenants, these 
qualities are attributable only in minor 
degree to form of tenure. Rather, the 
fact that men have become owners may 
reflect the efficiency and the thrift 
which have enabled them to climb out 
of the tenant class, except perhaps in 
areas where conditions make it more 
desirable to operate as a tenant than 
as an owner. 

It has long been true in Southern 
plantation areas that an ignorant class 
of tenants under the close supervision 
of capable landlords have proved more 
efficient than the same class when 
working as owners without supervision. 
In many Northern states the close asso- 
ciation of landlords and tenants—par- 
ticularly the large class related by 
blood or by marriage, amounting to 
nearly three-tenths of all share tenants 
—goes far toward offsetting whatever 
disabilities may characterize the tenant 
class in personal efficiency or in capital. 

Comparative statistics of efficiency 
in production, as measured by produc- 
tion per acre, are available in the census 
for certain decades and in a few surveys. 
Thus, the census of 1924 shows that, in 
fifteen states important for winter 
wheat, tenants obtained the highest 
average yields in six states, while in 
three others the averages were about 
thesame. For nine spring wheat states, 
tenants had the highest yields in four 
states, while in one state yields for both 
classes were approximately the same. 
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In twenty-three important corn-pro- 
ducing states, tenants exceeded in only 
three states. Tenants were ahead in 
average yields of oats in four states out 
of eighteen, while in one state yields 
were about equal. In fifteen cotton- 
producing states, tenants had the high- 
est yields in four, but one of these, New 
Mexico, is of relatively small impor- 
tance in cotton production. In the 
production of tobacco, tenants ob- 
tained the highest yields in three states 
out of twelve, one of these being the 
important producing state of Kentucky. 

For the United States as a whole, 
tenants obtained slightly higher aver- 
age yields of winter wheat and of oats 
than did owners, but the latter class 
obtained higher yields for corn, cotton, 
spring wheat, and tobacco. All in all, 
however, the average differences in 
yields obtained were not large, amount- 
ing to two-tenths of a bushel for winter 
wheat, three-tenths for spring wheat, 
one-tenth for oats, one and one-tenth 
for corn, four pounds of cotton, and 
forty-nine pounds of tobacco. Aver- 
age differences so small in extent are 
obviously not very conclusive. Even 
the maximum differences for individual 
states do not range very high. 

Yields per acre, of course, are only 
one measure of efficiency. Moreover, 
the contrasts in yields reflect not only 
whatever effect the form of tenure 
may exert, but also the influence of 
differences in the kinds of land worked, 
adequacy of equipment available, and 
the personal qualities of the classes of 
people who, in the processes of eco- 
nomic and social selection, enter the 
respective tenure groups. 


INFLUENCE OF TENURE ON CARE OF 
PROPERTY 


Over and above the relationship of 
form of tenure to current production, 
it is generally held that tenancy makes 
for inefficiency because tenants under 
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short or indeterminate leases have little 
interest in conservation of soil and tim- 
ber resources and in upkeep of buildings 
and improvements. ‘This conclusion, 
which rests largely on observation 
rather than on statistical confirmation, 
is subject to the qualification that 
owner operators as a class may be 
characterized by a similar attitude, 
particularly when land is abundant and 
cheap. Our economic history has am- 
ply demonstrated the fact that owners 
will exploit the soil as readily as will 
tenants under such conditions, and 
even after land comes to have a con- 
siderable value the earlier acquired 
habits of wastage persist. 

High rents and high land values, 
though creating a motive for owners to 
care for the upkeep of their property, 
do not influence the tenant in that way 
if there is a prospect of the early ter- 
mination of his lease. Early in the 
colonial period, for instance, the Lords 
Baltimore found that even tenants for 
long terms were inclined to be guilty of 
wastage during the last years of the 
lease. 

In European countries various modi- 
fications in the form of tenancy have 
grown up which have been aimed at 
creating an interest in the upkeep of 
the property. ‘These have assumed the 
various forms of double ownership 
ranging from emphyteusis, at one ex- 
treme, to short-term leaseholds involv- 
ing ownership of improvements by 
tenants subject to compensation on ter- 
mination of the lease. 

In America we have thus far largely 
avoided the complications and the in- 
evitable necessity of intensive adminis- 
trative and judicial regulation involved 
in the various types of double owner- 
ship, including the so-called tenant right. 
Long leases were being rapidly aban- 
doned before the beginning of the nine- 
teenth century, and short leases are 
now nearly universal. Nowhere in the 
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United States has the right of compen- 
sation for improvements been given 
statutory recognition. 

The attitude of a large proportion of 
our landlords toward their property has 
been essentially transitory, involving 
more concern with speculative sale 
than with the maintenance of soil fer- 
tility. Other groups of landlords are 
so intimately associated with their ten- 
ants by relationship, or with their 
properties through nearby residence 
and close personal supervision, that 
they are in a position to stimulate con- 
servative methods of utilization. The 
problem of effecting improvements in 
the form of structures has been taken 
care of, in a measure, either at the land- 
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lord’s expense—sometimes under agree- 
ment for extra rent or other form of 
reimbursement—or at the tenant’s 
expense, under agreements for com- 
pensation at the expiration of the 
lease. 

There are not lacking indications, 
however, that we may be forced to adopt 
a less free and easy system of tenure. 
The rapid progress of soil exhaustion, 
the greater scarcity of good land, and 
the increasing requirements for special- 
ized improvements adapted to the 
technical needs of modern agriculture 
are likely to give increasing emphasis 
to types of adjustment such as have 


been found necessary in some of the 


countries of western Europe. 
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HE overhead costs of farm real 

estate ownership do not differ 
essentially from the overhead costs of 
any other real estate ownership, but 
there are special features in connection 
with farm real estate that deserve to 
be isolated for separate discussion. 
Overhead costs in farm real estate in- 
clude interest, taxes, insurance, de- 
preciation, and management. The 
special features of these items, as they 
relate to farm ownership, will be dis- 
cussed later. It should be noted here, 
however, that although farm real es- 
tate ownership in this discussion is to 
be divorced from farming, we cannot 
logically divorce the items that make 
up the overhead costs from the income 
of the farmer. Whether the overhead 
ownership is to be considered from the 
standpoint of one individual farm 
owner or of a corporation with a large 
number of farms, the overhead costs 
will have direct relation to the farming 
operations and to farm profits. 

In fact, the subject has become im- 
portant because corporation farming 
has been thrust upon banks, insurance 
companies, and finance corporations 
that have in recent years made a prac- 
tice of loaning mortgages to farmers. 
According to the Federal Farm Board, 
the number of foreclosed mortgages 
held by the Federal Farm Loan Bank 
system in 1929 involves 2,652 farms, 
valued at 19.6 million dollars. The 
Joint Stock Land Banks, in addition, 
have 2,626 farms, because of foreclosed 
mortgages, valued at 31.6 million 
dollars. The life insurance companies 
had investments in farm mortgages on 
December 31, 1928, amounting to 1.9 
billion dollars. No figures are avail- 
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able to show the number of Ree ae 
farms held by the insurance companies, 
but assuming the foreclosures to have 
been around three per cent, the same as 
for the Joint Stock Land Banks, the 
value of farms held because of fore- 
closed mortgages would amount to 
about fifty-seven million dollars. The 
total here given for the three groups, 
the Federal Farm Loan Banks, the 
Joint Stock Land Banks, and the 
insurance companies, is well over one 
hundred million dollars. The number 
of farms cited does not, of course, 
represent the total number of farms 
held because of foreclosed mortgages. 
The forced sales of farms because of 
delinquent taxes and foreclosure of 
mortgages still continue at a high rate. 
They numbered 21.6 per thousand in 
1926; 23.3, in 1927; 22.8, in 1928; and 
19.4, in 1929. Bankruptcies among 
farmers have averaged well over six 
thousand annually. They numbered 
6,296 in 1927, or 13.1 per thousand of 
the total farmers. It is, therefore, a 
conservative estimate that foreclosed 
farms in the hands of rural banks, 
finance companies, and individuals, out- 
number at least three or four times 
those held by the insurance companies 
and the Farm Loan and Joint Stock 
Banks. It probably may be consid- 
ered as a conservative estimate to say 
that farm property to the value of over 
a quarter billion of dollars is today held 
by corporations who are interested in 
a method of so-called corporation 
farming, in order to secure some return 
on their frozen assets. The subject 
of overhead costs of farm land, di- 
vorced from farming, is therefore of 
more than academic interest. 
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_ Farm Income OveRHEAD Costs 


The present situation is, moreover, 
complicated by the fact that there is 
a definite lag between farm income and 
the various overhead costs. In a 
period of agricultural expansion, farm 
income will rise faster than overhead 
costs, and additional deductions from 
the overhead may be made by the 
appreciation of farm values. 

In a period of agricultural depression, 
the lag is reversed. The farmer is 
likely to have inherited large mort- 
gages from the period of inflated land 
values, mortgages bearing rates of 
interest that were fixed for some years 
ahead at a time when money was scarce 
and interest rates were high. High 
interest rates from the period of pros- 
perity are projected into the future, 
frequently for long intervals, making 
for interest charges which are light in 
periods of prosperity, but which be- 
come burdensome in periods of agri- 
cultural depression. This, in fact, 
is the situation with regard to interest 
rates which many farmers are facing. 

In industry it is frequently possible 
to refinance bond or mortgage issues 
if it is subsequently shown that the 
interest rates have been fixed too high. 
Farm mortgages, though usually fixed 
for a short time, often from three to 
five years, are nevertheless less flexible 
because of the scarcity of money avail- 
able for such mortgages when farming 
is in a depressed state and because of 
the high rates which prevail when farm- 
ing is prosperous. The corporations 
having foreclosed farms on their hands 
have, of course, been able to write 
these mortgages off at more favorable 
rates to the farms in order to improve 
their showing. 

There is a lag in taxation to catch 
up with prosperity. During the period 
of farm prosperity taxes are likely to 
rise, but not as rapidly as does farm 
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income. It is true, however, that 
once rural improvements have been 
begun, schools have been enlarged, and 
better road projects and building proj- 
ects have been undertaken, these taxes 
which seemed light during the period 
of adequate farm income are projected 
well into the future; and should pros- 
perity change into depression they 
become burdensome adjuncts to farm 
overhead. 

Finally, the depression of farm real 
estate values is at this time one of the 
heavy charges that must be included 
in the overhead. Up to 1919, farm 
real estate was advancing in value. 
In fact, one of the reasons for the over- 
expansion in agriculture was this con- 
stant appreciation in farm values, 
whereby the farmers were willing to 
accept the paper profits of increased 
valuation on their land as reward for 
their labor when they were unable to 
make more than a bare living from 
farming. It is no secret that the 
great rush to develop the agricultural 
empire of the Northwest, of the South, 
and of the arid regions of the far West 
was due to a gigantic land speculative 
mania. Land rose in value every year. 
Farmers from the East bought land in 
Ohio; farmers sold their Ohio land to go 
on the relatively cheaper land of Wis- 
consin, and by their influx raised the 
value of that land. The farmers of 
Wisconsin sold their farms only to buy 
land from Iowans, who were selling to 
buy land in Minnesota, and there the 
corn belt was being pushed north to 
make the cheaper land of North Dakota 
available for immigrants from Muinne- 
sota. The history for half a century 
of any farm family reveals a migratory 
process of swapping land which, in its 
turn, contributed to high price of land. 


DecabDE oF LAND DEPRECIATION 
The situation has changed wholly 


since 1919. Land instead of appre 


220 
T 
Tr 
a 
a 
g 
n 
a 
1 
it 
ri 
ge 
pe 
fa 
ir 
in 
cu 
in 
- to 
of 
th 
ye 
cel 
no 
int 
th: 
be 
th: 
dir 
ye: 
tre 
he: 
tw 


ciating has annually been depreciating 
in value; to be sure, at a lesser rate in 
recent years, but, nevertheless, taking 
the country as a whole, at a sufficiently 
important rate to make it a significant 
item in the overhead costs. 

Taking the year 1913 for all farm 
real estate in the United States as 100, 
real estate values rose to 170 in 1920, 
and from thence fell to 117 in 1928, 
and to 116 in 1929. The fall was 
greater between 1920 and 1924 than in 
more recent years: thus, between 1920 
and 1921, the fall was from 170 to 157; 
from 1921 to 1922, it was from 157 to 
139; but between 1927 and 1928, it 
was only from 119 to 117; and by 1929 
it had fallen to 116. If we divide the 
country geographically, virtually every 
part of the country contributed to this 
rise and fall in sympathy with the 
general cadence. ‘Thus, in Iowa the 
peak of 213 was reached in 1920, the 
fall in value reaching 116 in 1929. 
In Tennessee a peak of 200 was reached 
in 1920; the recession went to 125 in 
1929. Special conditions flattened this 
curve in the Pacific Coast states. In 
California the peak of 167 was reached 
in 1920, with moderate annual declines 
to 160 in 1928. The average trend 
of decline in farm values throughout 
the United States during the last eight 
years has been at the rate of five per 
cent annually, but this probably does 
not indicate a true trend projected 
into the future. It is not improbable 
that a great deal of the inflation has 
been taken out of farm real estate, and 
that future depression will come at a 
diminishing rate. Using the last three 
years as an indication of the future 
trend, the depression of farm values 
should be around two per cent annually. 

The interest cost enters as an over- 
head cost of real estate ownership from 
two angles: first, on the interest of the 
capital invested by the owner over and 
above the mortgages; and second, 
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the interest cost of the mortgages. 
The first part need not be discussed 
here since it does not represent a fixed 
charge, but is necessarily a variable 
depending upon the financial prudence 
with which the farm has been pur- 
chased and the profits that are made 
with sound management. 

There are a number of sources 
through which long-time credit or 
mortgages may be secured for farms. 
These include commercial banks, life 
insurance companies, Federal Farm 
Loan mortgages, and state banks and 
state credit agencies. The rates of 
interest vary widely, both from the 
standpoint of the sources from which 
the mortgage is secured and the locality 
in which the farmer happens to be situ- 
ated. Long-time mortgages in the 
West are as high as seven and nine 
per cent, whereas in many communities 
of the East, and even in the North- 
west, interest rates are well below five 
per cent. These variations are even 
more marked in the case of loans based 
on personal and collateral securities. 
Before the establishment of the Federal 
Farm Loan system, there were wide 
fluctuations in the interest rates, de- 
pending upon the condition of the 
money market or the availability of 
credit at the time that mortgages be- 
came due. The demand for mortgages 
fluctuated with the opportunities for 
profitable use of funds and with the 
supply of loanable funds. In many 
regions where savings were large, both 
individuals and banks were willing 
to make loans at reasonable rates. 
In other regions where savings were 
small and loans difficult to get, rates 
were relatively high. In many regions 
where the risks seemed great, such as 
in the more arid regions of North Da- 
kota, in portions of Nebraska, and 
South Dakota, rates were higher than 
in the same state with more steady 
rainfall and with greater assurance 
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of a better average crop. All these 
conditions have been equalized to some 
extent by the Federal Farm Loan sys- 
tem, whereby credit is made uniformly 
available throughout the United States. 
The Federal Farm Loan Banks will 
make the loans directly to farmers or 
through farmers’ associations, and 
accept farm mortgages as collateral 
on which they will issue farm loan 
bonds. These farm loan bonds, predi- 
cated on farm mortgages, have until 
recently enjoyed the confidence of the 
financial community and have sold at 
reasonably low rates of interest. In 
recent years they have suffered, in 
common with other bonds, from the 
general money shortage resulting from 
the diversion of funds to the stock 
market. Prime commercial paper in 
New York brought from six to six and 
one-half per cent during the greater 
part of 1929, compared to four per cent 
in 1927 and four to five and one-half 
per cent in 1928. The rediscount rate 
of most of the Federal Reserve Banks 
stood at five to five and one-half per 
cent, and at one time rose to six per 
cent for the New York district, com- 
pared to four per cent and less in 1927, 
and four to five per cent in 1928. ‘This 
condition of high rates for bank loans 
naturally affected bonds unfavorably 
and bore especially heavily on farm 
mortgages. 

In more recent years, in case of a 
Federal Farm Bank loan, there must 
be allocated to the annual costs, if not 
to the overhead costs, the amortization 
costs of the mortgage which the Federal 
Farm Loan system required when mak- 
ing loans. 


INCREASED TAXATION OF FARM 


PROPERTY 


Taxes on farm property increased 
approximately one hundred and forty 
per cent between 1914 and 1923. The 
value of farm products in 1923 was only 


fifty-eight per cent more than in 1914, 
while the income receipts to farmers 
were little, if any, greater in 1923 than 
in 1914. Taxes have increased, but 
the funds from which the tax is paid 
has not increased. This, in practice, 
demonstrates the theory of the lag 
of farm income to taxes. The greater 
part of these farm taxes are levied on 
real estate, although in 1923 twenty- 
five per cent, in addition, was paid on 
personal property. Farm real estate 
is mainly assessed for taxes on the sale 
value, but, of course, the valuation 
throughout the United States shows 
all the shortcomings of a system based 
on private judgments and susceptible 
to influences other than a desire for 
fair appraisal. In Pennsylvania, assess- 
ment is supposed to be one hundred 
per cent of the sale value. In other 
states a lesser assessment is taken. 
The rate of taxation, of course, is not 
changed by the juggling of these 
figures. However, in the absence of 
any general expert method of measur- 
ing sale value, where an actual sale 
has not been made in many years, the 
great bulk of real estate assessment in 
the United States is largely based upon 
the personal opinion of assessors or of 
the reviewing bodies. The assessments 
in various parts of the same state and 
county, therefore, differ widely and 
often show gross inequalities, some of 
them attributable to errors in judg- 
ment, and many to other causes. 
Small properties are very likely to be 
assessed a higher percentage of the full 
value than larger properties, and pro- 
portionally, therefore, bear a heavier 
burden of the taxes. 

The outstanding feature of this tax 
system is that, unlike the income tax, 
which adjusts itself to varying ability 
to pay, the farm real estate tax is an 
inelastic charge, one that lags far be- 
hind farm prosperity, but continues 
to rise once it has gained momentum, 
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even in a period of farm depression, 
and becomes excessively burdensome 
when the farm income is declining. 

With the exception of fire insurance, 
which probably forms the best co- 
operative enterprise existing among 
farmers, no adequate insurance facili- 
ties exist for windstorm, hail, or other 
factors that may disturb farm income. 
To be sure, there are companies in 
existence that will accept such insur- 
ance, but the cost is neither scientifi- 
cally determined nor reasonable. 

There remains the important item 
of management as an overhead of farm 
real estate ownership. Assuming a life 
insurance company with a large number 
of farms on its hands—farms which 
were secured through foreclosed mort- 
gages— it is not likely that these farms 
are adjacent. It is not even probable 
that these farms would be located in 
one county, or even in one state. One 
insurance company has foreclosed farm 
properties not only in many of the 
southern states, but also through the 
Middle West. The supervision that 
can be given such real estate scattered 
over several counties, or even several 
states, and furthermore, non-contigu- 
ous, is expensive. Any attempt to 
estimate such supervision cost is haz- 
ardous. The insurance company in 
question would require a staff of super- 
visors over the county or the state and 
another organization to supervise the 
state or district supervisors. 


MANAGEMENT CORPORATIONS 


Management’ corporations have 
sprung up all over the United States 
which have attempted to relieve banks, 
finance corporations, and life insur- 
ance companies of the problems of 
managing the real estate so acquired. 
These management companies are al- 
together too young and have had too 
checkered a career to justify, at this 
time, any | statement of their probable 
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success. Essentially, their problem 
does not differ from that of the original 
farm-owning corporation. 

The problem of management over- 
head is probably the most important 
faced by these corporations. Most of 
them do not wish to be engaged in 
farming or in managing farms. They 
would prefer to sell the farms and res- 
cue as much of the mortgage invest- 
ment as possible. But, in the scramble 
to sell, these corporations have cut the 
ground from under each other’s feet, 
contributing to the general demoralized 
condition of the farm real estate situa- 
tion. On the other hand, operation 
of farms is not proving satisfactory, 
since it exhibits all the weaknesses of 
corporation farming, especially if a 
corporation has no experience and 
prefers not to be in farming. On the 
other hand, the system of renting these 
farms to local tenants, with a view 
to converting the renters into pros- 
pective purchasers, is meeting with 
more success, but the supervision and 
overhead are expensive. Supervisors 
are required for every ten and, at the 
most, every fifteen farmers. With the 
narrow margin of profit in agriculture, 
this proves expensive. 

Because of the fact that almost a 
quarter of a billion dollars’ worth of 
farm property is involved, it may not 
be amiss to make a suggestion to these 
corporations regarding the problem of 
overhead cost in supervision. The 
cost grows because of the distances 
between the farms, and almost always 
several companies have overlapping 
areas of supervision. The problems of 
supervision of management and ulti- 
mate sale can be dealt with coépera- 
tively in one of two ways: (1) the com- 
panies can exchange farm property 
in such a way that the property of 
any one company can be concentrated 
in certain counties or states; or (2) a 
management company can be organ- 


|| 
ij 
an 
| 
f 
f 
] 
r } 
4 
if 
Ce 
y 
n 
l, 
i 


224 
ized, capitalized by the contributing 
real estate of the various corporations, 
to look after the management and 
the sale of the farms. Neither one of 


these schemes presents insuperable 
obstacles towards corporation manage- 
ment of the farm real estate assets of 
the larger life insurance companies 
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and Federal Farm Loan Banks. 
Either one has elements that would 
make an experiment profitable to the 
corporations and of some social value if 
it demonstrates the possibility of retain- 
ing the family-sized farm under corpora- 


tion supervision as a profitable economic 
unit in our changing agriculture. 
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A Comparison Between Urban and Rural Taxation 
on Real Estate Values 


HE phrase “urban and rural” 

runs through much of social and 
economic literature. Contrasts and 
comparisons, theses and antitheses, 
employing this phrase abound. At 
present this is especially true in taxa- 
tion. In recent years, a considerable 
number of monographs on state taxa- 
tion have appeared. Such studies 
commonly include comparisons be- 
tween rural and urban taxation. Per- 
haps sufficient comparative materials 
have been assembled and enough issues 
have been raised to justify their analy- 
sis and restatement in an article 
written from the national rather than 
the state point of view. 

The taxation of urban and rural real 
estate values may be compared on at 
least five different bases: (1) the place 
of taxes on real estate in the system of 
state and local taxation; (2) the method 
of levying these taxes; (3) the assess- 
ment of the property; (4) the trend of 
real estate taxes; and (5) the relation of 
these taxes to income from real estate. 
All these afford suitable bases on which 
to compare urban and rural taxation, 
and should be included in any com- 
parison where the word “taxation”’ is 
interpreted broadly. In order to pre- 
sent a true account, such a comparison 
should stress similarities as much as 
differences. 


Piace oF Reau Estate Taxes IN 
SYSTEM 


Owners of real estate, whether their 
holdings are in the city or in the coun- 
try, find much in common if their taxa- 


By M. Kenprick 
Assistant Professor of Rural Economy, Cornell University, Ithaca, New York 


to the place of taxes on real estate in 
the system of taxation and in respect 
to the method of levying these taxes. 
Taxes on real estate are of unique 
significance in state and local taxation. 
This is because of their great quantita- 
tive importance and because of the 
peculiar method of levying these taxes. 
By far the greater part of all taxes on 
general property is paid on real prop- 
erty. Although theoretically and le- 
gally, under the assumptions of the 
general property tax, much of this 
burden should rest on personal prop- — 
erty, practically, on account of the 
escape of personalty from the assess- __ 
ment roll, taxes on general property _ 
are taxes on real property. Something 
of the quantitative importance of real 
estate taxes in the United States is 
indicated by the fact that approxi- 
mately three-fourths of the huge sum 
of state and local taxes collected an- 
nually are derived from levies on gen- 
eral property, which, in the practice of 
taxation, is mostly real estate. If 
local taxes only are included, the 
percentage of such tax revenues origi-_ 
nating from levies on general property | 
is nearer ninety per cent. Differences — 
between the proportion of rural and 
urban tax revenues derived from levies 
on general property are not significant. 


Metuop or Levyine Taxes 


General property, and therefore real — 
estate taxes, whether urban or rural, 
differ from other taxes in that they are 
levied on an apportioned basis. The 


he 
if 
n- 
ic | 


226 Tue ANNALS OF THE AMERICAN ACADEMY 
wa) 


aa estimated expenditure of the govern- 
mental unit, minus the estimated 
a revenue receipts from other sources, 
the amount to be apportioned. 
This amount is then apportioned on 
the basis of the assessed valuation of 
the taxable property of the district. 
Such a method of obtaining the rate 
means that it is peculiarly sensitive to 
_ changes in governmental expenditures. 
Other taxes are levied at percentage 
rates which, as matters of statute or of 
ordinance, remain the same _ until 
changed by law. Only infrequently 
do receipts from these taxes vary on 
account of changes in their rates. 
‘Such rates are incorporated in the law 
_and exhibit a pronounced tendency to 
remain fixed, for any attempt to change 
precipitates a parliamentary 
battle. Not so with the tax on prop- 
erty. Custom and expectation alike 
decree that the rate of this tax shall 
change annually. The machinery of 
_ change operates smoothly and quietly. 
Subject to variations in receipts from 
other sources and to changes in the 
m%- assessed valuation of the property, a 
_ -Yise in the expenditure of state and 
local governments is followed in 
> almost automatic sequence by a rise in 
oa the rate of tax on property. A fall is 
followed in equally close sequence by a 
fall in the rate of tax on property. 


ASSESSMENT OF REAL PROPERTY 


The problem of assessment has per- 
haps received as much attention of late 
as any other tax problem. Most 
state studies of taxation which have 
appeared in recent years include some 
treatment of assessment, and a large 
proportion of them compare urban 
with rural assessments. Since each of 
these studies is devoted to taxation in 
some one state, a geographical grouping 
is suggested for their consideration. 

The West is represented by studies 
of taxation made in Oregon, Colorado, 


and Kansas.' The Oregon report, 
based on an examination of the as- 
sessed and the sale values of some 
forty thousand urban and rural prop- 
erties, found that for the state as a 
whole urban and rural properties are 
assessed at about the same ratio of sale 
value, but that marked discrepancies 
exist in individual counties. How- 
ever, in the judgment of the author 
of this study, the most significant 
finding was the variability of assess- 
ments of individual properties, both 
urban and rural. The overassessment 
of low value properties relative to high 
value properties was general. Because 
of the presence of this and of other 
varieties of inequality, it was dis- 
covered that less than one-half of the 
real estate of Oregon bears two-thirds 
of the real estate taxes, and the other 
one-half bears the remaining one-third 
of these taxes. 

The Colorado investigation, in a 
section on assessments, compared the 
assessed valuation with the owners’ 
valuation for both urban and rural 
properties. It was found that urban 
real estate in Colorado is assessed at a 
slightly higher percentage of owners’ 
valuation than is rural property, and 
that the significant problem, both urban 
and rural, lies in the inequalities in the 
assessment of individual properties. 

The Kansas study examined the ratio 
of assessed value to sale value for some 
twenty thousand properties in urban 
and rural real estate. It was found 
that city real estate is usually assessed 
at a higher ratio of assessed value to 
sale value than is farm real estate, and 


1\W. H. Dreesen, “A Study in the Ratios of 
Assessed Values to Sale Values of Real Property 
in Oregon,” Oregon Agr. Exp. Sta. Bul. 233 (June, 
1928); Whitney Coombs, L. A. Moorhouse, and 
Burton D. Seeley, “Some Colorado Tax Prob- 
lems,”’ Colorado Agr. Exp. Sta. Bul. 346 (Sept., 
1928); Eric Englund, “Assessment and Equali- 
zation of Farm and City Real Estate in Kansas,” 
Kansas Agr. Exp. Sta. Bul. 232 (July, 1924). 
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serious inequalities in the assessment 
of both urban and rural real estate 
were disclosed. ‘These inequalities in- 
cluded a marked overassessment of 
small properties and the presence of 
gross inequality in the assessment 
of individual properties, irrespective 
of valuation. 


ASSESSMENT CONDITIONS IN THE 
WEst 


Some index of assessment conditions 
in the Middle West is probably af- 
forded by studies of taxation in Iowa, 
Illinois, and Ohio.? 

The Iowa study, on the basis of an 
extended investigation, reports a strik- 
ing similarity between the assessment 
of rural and of urban real estate. The 
average percentage of assessed value 
to sale value for all rural properties 
studied was found to be 46.03; for all 
town and village properties, 48.15; and 
for six large cities, 48.02. Great in- 
equalities in individual assessments, 
both urban and rural, were discovered 
with a marked discrimination against 
low value properties. ‘These inequali- 
ties were found to be more pronounced 
in urban than in rural assessments. 

The study of the tax situation in 
Illinois disclosed the facts of assess- 
ment in the city of Chicago, in the 
other cities of the state, and in the 
rural areas. It was found that the 
average assessment of real estate in 
Chicago, in 1926, was 31.3 per cent of 
sale value; in the other cities of the 
state, 26.6 per cent; and in the rural 
areas, 36 per cent. ‘The most signifi- 
cant result of this study was the un- 
covering of gross inequalities in the 


*J. E. Brindley and Grace S. M. Zorbaugh, 
“The Tax System of Iowa,”’ Jowa Agr. Ext. Bul. 
150 (Jan., 1929); Herbert D. Simpson, The Tax 
Situation in Illinois, Institute for Research in 
Land Economics and Public Utilities (Aug., 
1929); H. R. Moore and J. J. Falconer, “* Public 
Revenue in Ohio with Especial Reference to 
Rural Taxation,” Ohio Agr. Erp. Sta. Bul. 425 
(Aug., 1928). 


assessment of both urban and rural 
property. It was found that in Chi- 
cago wide differences in assessment 
exist between different classes of prop- 
erty, with business properties assessed 
at the highest rate and vacant land at 
the lowest rate; and that the average 
deviation of the assessment from the 
level of uniformity was 38 per cent. 
In a computation including the cities 
outside of Chicago, and the rural areas, 
it was found that the average deviation 
of the assessment from the level of 
uniformity was 45.8 per cent. A sep- 
aration of the assessments outside of 
Chicago into rural and urban areas 
disclosed the presence of severe re- 
gression in the taxation of both groups 
because of overassessment of low value 
properties relative to those of high 
value. 

The Ohio investigation reported the 
existence of inequalities in the ratio of 
assessed value to sale value between 
farm and city real estate in the same 
county and between rural townships 
in the same county. Before the 1925 
state reappraisement, rural properties, 
on the average, were assessed at 77.16 
per cent of sale value, and city and vil- 
lage real estate were assessed at 62.64 
per cent. After the reappraisement, 
these percentages became 83 and 83.78, 
respectively. A study of rural assess- 
ments in four counties in this state 
showed that low value properties are 
overassessed relative to high value 
properties. 


Status OF ASSESSMENTS IN THE East 


Tax studies in Pennsylvania, New 
York, Massachusetts, and Delaware 
may well represent the assessment 
status of urban and rural real estate in 
the East.’ 

’F. P. Weaver and Clyde L. King, “Some 
Phases of Taxation in Pennsylvania,”’ Pennsyl- 
vania Dept. of Agr. Bul. 24 (Dec., 1926); 
Annual Report of the New York State Tax Com- 
mission for 1925; Hubert W. Yount, “Farm 
Taxes and Assessments in Massachusetts,” 
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In a detailed study of assessments in 
a number of Pennsylvania counties it 
was found that with one exception 
rural properties in these counties are, 
on the average, assessed at a higher 
ratio of sale value than are urban 
properties. Wide inequalities in indi- 
vidual assessments were disclosed. 
It was found that on account of in- 
equalities in assessment some property 
owners in cities and some on farms pay 
from two to nine times as much in 
taxes as do others owning properties of 
equal value located in the same city or 
township. 

The New York State Tax Commis- 
sion has arranged sales of real property 
in value groups and has compared 
them with assessed values. This tabu- 
lation includes 166,000 sales of real 
estate made in the state outside of 
Greater New York, and Westchester, 
Erie, and Hamilton counties. These 
sales were made between 1915 and 
1925, but only a few from 1915 to 
1917 are included. The average ratio 
of assessed value to sale value in cities 
was found to be 63.6 per cent; in 
incorporated villages, 51.6 per cent; 
and outside of cities and incorporated 
villages, 49.1 per cent. Thus, unlike 
the situation in Pennsylvania, the 
evidence in New York indicates that 
urban properties are assessed higher 
than are rural properties. In al! three 
groups, a decided overassessment of low 
value properties appeared. 

The Massachusetts study concluded 
that urban property in that state is 
assessed higher than is rural property. 
So far as it was concerned with assess- 
ments, the emphasis in this investiga- 
tion was on inequalities in the assess- 
ment of individual properties. It was 
found that the assessment of farm prop- 


Massachusetts Agr. Exp. Sta. Bul. 235 (Apr., 
1927); M. M. Daugherty, “The Assessment and 
Equalization of Real Property in Delaware,” 
Delaware Agr. Exp. Sta. Bul. 159 (Dec., 1928). 


erty differs widely as between farms in 
the same town, as between farms in 
different towns, and even as between 
farms representing different types of 
farming. Some inequalities in urban 
assessments were also indicated. 

The Delaware study reported a 
higher ratio of assessed value to sale 
value for rural than for urban proper- 
ties in each of the three counties of this 
state. Inequalities in the assessment 
of both urban and rural properties 
were discovered and measured, and 
overassessment of low value properties 
was noted. A comparison in respect to 
relative uniformity of assessments was 
made with Kansas and with Oregon. 
It was found that assessments in Dela- 
ware are much more uniform than 
those in Oregon and somewhat less 
uniform than those in Kansas. 

In the South, few studies which in- 
clude an account of urban and rural 
assessments have been published, but 
perhaps those made in Arkansas and in 
North Carolina indicate something of 
assessment conditions in this section of 
the country.’ 

In Arkansas, the sale values of urban 
and of rural real estate were estimated 
and compared with the assessed values. 
It was found that urban real estate is 
assessed at a higher rate than is rural 
real estate. However, inequalities in 
the assessment of each group were 
shown to be more significant than 
variations between the groups. 

The North Carolina study found 
that, on the average, city property was 
assessed at 58.6 per cent of its esti- 
mated full value, and rural property, 
at 75 per cent. Within each group, 
important variations in assessment 
appeared. Business properties were 
assessed at 57.6 per cent, and residence 


*C. O. Brannen, “The Farm Tax Problem in 
Arkansas,’’ Arkansas Agr. Exp. Sta. Bul. 22% 
(Feb., 1928); Annual Report of the Tax Commis- 
sion of North Carolina for 1928. 
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properties at 63.1 per cent. A wide 
range of ratios of assessed values to 
estimated values for rural property 
was disclosed. An investigation of the 
relation of the assessment ratio to the 
value of the property disclosed over- 
assessment of low value properties, 
both urban and rural. 


DISCRIMINATION NATIONWIDE 


This review of assessment findings, 
though necessarily brief, is nevertheless 
believed to present significant evidence 
for a comparison of urban and rural 
assessments in the United States. If it 
be granted that this sample of condi- 
tions in twelve states is fairly repre- 
sentative of the whole, and if the 
method of comparing assessed values 
with sale values or with estimated 
values be accepted,’ the evidence 
offered by these studies is direct and 
conclusive. Whatever differences be- 
tween the assessment of urban and of 
rural real estate may exist in individual 
states, the findings of these studies 
indicate no noticeable difference for the 


’Studies of urban and of rural valuation of 
real estate should be made with a view to de- 
termine whether or not, in the long run, valua- 
tion in the city means precisely the same thing as 
valuation in the country. In the law, real 
property, both urban and rural, is assessed at 
some per cent, usually one hundred per cent, of 
its fair, true, full, reasonable, actual, orsale value, 
all of which terms may be translated as the mar- 
ket value arising from a voluntary sale in which 
the motives of buyer and seller are economic. 
But, if this market value is one thing in the city 
and another thing in the country, the existence of 
similar ratios of assessed to market value for 
both urban and rural real estate establishes only 
a legal equality of assessment between them. 
It does not establish an economic equality. 

What the writer has in mind is suggested by 
tax studies made in Arkansas and in Missouri. 
In the Arkansas study, already cited, it is re- 
marked that, although the ratio. of assessed 
valuation to estimated valuation is lower for 
rural than for urban properties, it becomes 
considerably higher for rural properties than for 
urban when assessed valuation is compared with 
capitalized earnings. In the Missouri study 
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country as a whole. The important 
differences in assessment are between 
individual properties, whether urban 
orrural. Discrimination—which is all 
too frequently gross—is almost uni- 
versal. Everywhere the proper assess- 
ment of individual properties is the 
problem. 

One who is enough of a pessimist to 
believe in the doctrine of the natural 
perversity of things finds in the 
assessment situation a gloomy illus- 
tration of this theory. The very dis- 
crimination which is most decided and 
most general—that between individual 
real properties—is the most costly 
discrimination possible in the assess- 
ment of real estate. This is because 
most taxes on real estate, whether 
urban or rural, are paid to the local 
government. Thus, discrimination in 
the assessment of individual real 
properties affects the major portion of 
the tax on real estate. But, discrimi- 
nation in assessment as between urban 
and rural tax districts, or as between _ 
urban or rural tax districts, affects only - 
the minor portion of the tax on real 
estate. 


TRENDs IN Reat Estate Taxes 


A comparison between the trends of 
urban and rural taxes on real estate is 


(“Taxation of Farms in Missouri,” by C. O. 
Brannen and S. D. Gromer), rural real estate in 
four Missouri counties is compared over a five- 
year period with urban real estate in respect to 
the per cent which the capitalized net rent is of 
the owners’ estimated value. In all years except 
one, this per cent was higher for rural real estate. 
The five-year average indicated that for each 
$1,000 of owners’ estimated value in the country, 
$457 was justified by the capitalization of the net 
rent; but that for each $1,000 of such estimated 
value in the city, $842 was justified by the 
capitalization of the net rent. Legally, $1,000 of 
real estate valuation is $1,000, whether urban or 
rural. These Arkansas and Missouri studies 
suggest that from the point of view of economics, 
$1,000 of real estate value in the country may be 
something other than $1,000 of real estate value 

in the city. 
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by the few measures of urban 


taxes which are available. Because of 
phasis has been placed on studies of 
farm taxation and a number of indexes 

of farm taxes have been computed. 
‘However, few studies have been made 
of real estate taxation in the relatively 
prosperous cities, and therefore only a 
few index numbers of the trend of these 
taxes are available. 

In Kansas, taxes on farm real estate, 
when measured from a 1910-1914 

average of 100, were 239 in 1923.° 
Taxes on city real estate, measured 
from the same base period, were 301 in 
1928. The rise in both rural and urban 
taxes was continuous and in some years 
decidedly sharp. 

A Wisconsin study includes measures 
of rural and urban taxes paid in that 
state.’ These taxes are not strictly 
comparable with those measured in 
Kansas, for they include personal 
property and income taxes as well as 
real estate taxes. It was found that 
the average of a selected group of farm 
families paid $160 in taxes in 1913 and 
$381 in 1924, and that the average 
of a selected group of city families paid 
$99 in 1913 and $422 in 1924. In each 
year for which a computation of taxes 
was made, these taxes, whether rura! or 
urban, increased. 

The study of taxes in Ohio, already 
cited, reported that rural taxes in- 
creased 127 per cent from 1913 to 
1926, and that during this period urban 
taxes increased 259 per cent. These 
are general property taxes levied mostly 
on real estate. 

In New York, taxes on farm real 
estate in 1924 were 220 when the 


re agricultural depression, much em- 


§ Eric Englund, ‘‘The Trend of Real Estate 
Taxation in Kansas from 1910 to 1923,’ Kansas 
Agr. Exp. Sta. Bul. 235 (Sept., 1925). 

7B. H. Hibbard and B. W. Allin, “Tax Bur- 
dens Compared,” Wisconsin Agr. Exp. Sta. Bul. 
$93 (March, 1927), 
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average of 1910-1914 is called 100, 
With the exception of New York City, 
taxes on urban real estate, in each of 
the city groups studied, increased more 
during this period than did farm taxes, 

These few comparisons between the 
trends of urban and rural taxation of 
real estate serve to illustrate rather 
than to confirm a relationship which, 
on analysis, is evident. Rural and 
urban taxes on real estate are of similar 
importance in the revenue systems of 
country and of city tax units. They 
are influenced by the same factors of 
changes in commodity prices, in wage 
and salary rates, and in demand 
for improvements in public services, 
Clearly, on these grounds it would be 
expected that trends of urban and rural 
taxes on real estate would be similar, 
Because of the relatively more pros- 
perous economic condition of cities 
during the latter part of the period 
studied, urban taxes would be ex- 
pected to have increased more rapidly 
than rural taxes. 


Estate Taxes AND INCOME 


In view of the inherent differences 
between urban and rural incomes 
derived from real estate, and the serious 
difficulties which therefore arise in their 
comparison, a considerable body of 
data has been assembled comparing 
urban and rural incomes from real 
estate in respect to the percentage of 
these incomes absorbed by taxes. 

The Colorado study of taxation, ina 
section on income related to taxes, 
emphasized data gathered from rented 
properties, both rural and urban.’ It 
was found that in 1926 taxes on rural 
properties absorbed 23.8 per cent of the 


8M. Slade Kendrick, “An Index Number of 
Farm Taxes in New York and its Relation to 
Various Other Economic Factors,’’ Cornell Agr. 
Exp. Sta. Bul. 457 (Dec., 1926). 

* Whitney Coombs, L. A. Moorhouse, and 
Burton D. Seeley, op. cit. 
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net rent. For that year, taxes on 
urban properties absorbed 27.1 per 
cent of the net rent. 

A study of taxation in South Dakota 
compared urban and rural rented 
properties in respect to the percentage 
of net rent taken by taxes.'° From 
1919 to 1926, taxes on city properties 
averaged 29.2 per cent of net rent, and 
taxes on farm properties averaged 28.4 
per cent. In 1926, the percentages 
for city and farm were 28.3 and 29.8, 
respectively. 

The Wisconsin study of taxation was 
devoted to a comparison of tax burdens 
in Dane County, Wisconsin." It un- 
dertook to measure the burden im- 
posed by the total of all annually 
recurring taxes paid by the individual 
and so recognized by him. Taxes on 
real estate, on personal property, and 
on incomes, were included. Thus, 
because of the limited area studied and 
because of the inclusion of taxes other 
than on real estate, conclusions from 
this study are not strictly comparable 
with others cited here. Nevertheless, 
they furnish a valuable comparison of 
total tax burdens. It was found that 
in 1924, 22.5 per cent of the average net 
farm income was absorbed by taxes, 
and that only 8.9 per cent of the aver- 
age net city income was so absorbed. 
In each of the other years studied, 1913, 
1914, 1918, 1919, and 1923, taxes ab- 
sorbed a higher percentage of the aver- 
age net farm income than of the average 
net city income. In 1913, these per- 
centages were 12.3 and 4.8, respectively. 

The Iowa investigation, on the basis 
of a comprehensive volume of informa- 
tion, particularly on rural properties, 
reported that taxes on cash rented 
farms in 1926 averaged 27.7 per cent 
of net rent, and on share rented farms, 


10 KF. P. Crossen, “ Taxation and Public Finance 
in South Dakota,’’ South Dakota Agr. Exp. Sta. 
Bul. 232 (June, 1928). 

" B. H. Hibbard and B. W. Allin, op. cit. 
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27.0percent.” In1927,taxesonowner- 
operated farms averaged 22.5 per cent 
of the net income. Taxes on business 
properties in Iowa cities in 1927 aver- 
aged $1.5 per cent of the net rent, and 
on residence properties, 29.9 per cent. 
The Pennsylvania study, after an 
intensive investigation of net real 
estate incomes and taxes in six counties 
of that state, found that in five of these 
counties taxes absorb a larger propor- 
tion of the average net farm income 
than of the average net city income.” 
In each of these five counties, the dif- 
ference between the percentages of net 
income absorbed was significant. 


TAXATION AND Net REntT 


The study of taxation in Arkansas dis- 
closed that taxes on rented farms from 
1921 to 1925 averaged 18.1 per cent of 
net rent.“ During this period, taxes on 
city real estate averaged 16.7 per centof 
net rent. In 1925, these percentages 
were 17.2 and 16.7, respectively. 

The comprehensive report on taxa- 
tion in North Carolina, published by 
the Tax Commission in 1928, includes a 
comparison of the percentage of net 
rent absorbed by taxes on rented urban 
and rural properties. It was found 
that this percentage for 1927 averaged 
29.5 for urban properties and 28.9 for 
rural properties. 

A release from the United States 
Department of Agriculture on June 16, 
1928, gives the results from a com 
parison of taxes on rural with taxes on 
urban property in Virginia. In 1926, 
taxes on business and residential 
properties in thirty-three towns and 
cities averaged 16.0 per cent of net 
rent. During the same year, taxes on 
farm properties in thirty-three counties — 
averaged 20.0 per cent of net rent. ‘a 


op. cit. 
18 F, P. Weaver and Clyde L. King, op. cit. _ 
4 C. O. Brannen, op. cit. 


2 J. E. Brindley and Grace S. M. 
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_ A summing up of the evidence pre- 
sented by these comparisons of taxes 
with income indicates that, in five of 
the eight states, taxes on rural real 
_ estate comprised the larger percentage 
of net income, and that in the three in- 
_ stances where the difference was signifi- 
cant rural taxes absorbed a larger per- 
centage of income than did urban 
taxes. Admittedly, eight states may 
not be sufficiently representative of the 
whole forty-eight. But, in so far as 
this particular group is representative, 
the evidence indicates that a larger, 
_ though not a greatly larger, percentage 
of the income from rural property is 
paid in taxes than is paid from the 
income of urban property. Additional 
evidence in support of this conclusion 

is afforded by the fact that during the 
last few years the agricultural industry 
has been relatively depressed in rela- 
tion to the average city industry. It 

is to be expected that real estate 
taxes would take a larger per cent of the 
income of a relatively depressed indus- 

try than of a relatively prosperous one. 
The question may well be raised 
whether this conclusion means pre- 
cisely what it says, or more. Let it be 
supposed, for example, that thirty per 
cent of the income of rural real estate is 
paid in taxes and that twenty-five per 
cent of the income of urban real estate 

f is so paid. Does the difference be- 
tween thirty per cent and twenty-five 
per cent express the full difference in 
the burdens on the two classes of 
property? Probably it does not if 
there be included a consideration of 
relative dollars’ worth of benefits, added 
to the incomes of urban and rural real 
properties from the expenditure of 
taxes collected on these properties. 
How much do efficient fire and police 
departments, a good school, and a con- 
venient park add to the incomes of 
urban real estate? How much does a 
paved road or a muddy one affect the 
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income from rural real estate? Con- 
siderations such as these must be in- 
cluded in any true comparison be- 
tween tax burdens on urban and on 
rural properties. Failure to include 
them is an error precisely analogous to 
that committed by a comparison of two 
corporations in terms of their expense 
outlays with no reference to their in- 
come statements. It is indeed un- 
fortunate that at present, on account 
of lack of data, this error is inevitable 
in any comparison of the relative tax 
burdens on urban and rural real estate. 


SUMMARY 


Urban and rural taxation of real 
estate in the United States have been 
compared on five different bases: the 
place of real estate taxes, whether 
urban or rural, in the system of state 
and local taxation; the method of levy- 
ing them; the assessment of real prop- 
erty; the trend of real estate taxes; 
and the relation of these taxes to in- 
come from real estate. 

It was found that urban and rural 
taxes on real estate are of approximately 
equal major importance in state and 
local tax systems, and that they are 
levied on an apportioned basis, with the 
amount to be apportioned determined 
by the estimated expenditures of the 
governmental unit in question, less 
the estimated receipts from other 
sources. In individual states, some 
differences between the assessment of 
urban and rural real estate were dis- 
closed, but for the country as a whole 
no difference was discovered. The 
significant problem of assessment was 
found to be the accurate assessment of 
individual properties, whether urban or 
rural. Theevidenceindicates that, when 
measured from a pre-war base, taxes on 
urban real estate have risen more than 
taxes on rural real estate. The data on 
the relation of taxes to income point to 
a heavier burden for rural properties. 
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Farm Real Estate Values and Farm Income 


By E. H. Wiecxine 


_ Agricultural Economist, Bureau of Agricultural Economics, United States 
Department of Agriculture, Washington, District of Columbia 


RANTED that the value of farm 

realty is more in the nature of a 
result than a cause in the chain of 
economic causation, students of the 
agricultural situation in general are 
recognizing that the effects of land 
prices complicate the agricultural 
problem. Even before the war-time 
boom, for example, observers called 
attention to the bidding of land prices 
beyond what seemed a reasonable 
relationship to income, often with a 
resultant pressure upon the standards 
of living of farm families who were 
attempting to pay for high priced land. 


Post-War DECLINE IN VALUES 


Low ratios of income to current real 
estate prices began to be recognized as 
a rather strong economic argument for 
tenancy. It often appeared to be 
cheaper to rent than to own. Finally, 
the war-time land boom, with its 
aftermath of foreclosures and rever- 
sions, bank failures, farmers ruined in 
money and morale, large acreages 
thrown into the hands of a new group 
of absentee owners to whom operation 
was an unanticipated and an unwel- 
come problem, and a revision toward 
greater strictness in mortgage credit 
policies as a result of the drastic defla- 
tion in values, probably emphasized as 
never before the importance of land 
prices in the agricultural situation. 
The continued decline in values after 
1920, despite an indicated improve- 
ment in income from the low points of 
1921 and 1922, led to such published 
comments as the following: 

The chief cause of the present farm agita- 
tion is the decline in capital values since 


res 


1920 and the continuing dull market for 
land. The present agitation will continue 
until a definite up-trend in values sets in. 

The declining capitalization of farm land 
in the face of a rapidly increasing capitali- 
zation of urban industry is a new experience 
in the United States and highly significant. 
Land prices are already far below the 
wholesale price level. This situation may 
not seem justified by the present level of 
farm incomes measured either in money or 
in buying power, but the decline has con- 
tinued and there is little assurance of a turn 
upward in the near future.* 

To students of farm realty appraisal 
the subject is of unusual interest both 
from the standpoint of theory and of 
actual appraisal practice. Old as is 
the rent theory of our economics texts, 
the opinion may be ventured that but 
little has been done in attempting 
inductive verification of the rather 
broad generalizations which were ar- 
rived at by processes essentially de- 
ductive. Much as we emphasize that 
value represents the capitalization of a 
series of future incomes, one can see 
rather serious problems arising when 
attempts are made to apply that 
theory concretely to actual cases. In 
practical appraisal, often as one hears 
the statement made that income 
should be a principal factor in value, we 
find that, as a rule, income is taken into 
account in only a very general way. 
Valuation through the income route, 
strictly speaking, is rare in American 
appraisal practice. 

Again, the events of recent years 


1 Brookmire Farm Income Bulletin, Dec. 15, 
1927. 

2 Harvard Economic Society: 
vol. 7, no. 15. 
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have thrown into high relief the whole 
question of the adequacy of current 
valuation practice, particularly as to 
taking into great account present and 
future income. This led to inquiry 
about the composition of farm real 
estate values. Virtually all appraisers, 
when pressed to explain what lies back 
of the sale price basis which is their usual 
bench-mark in practical valuation work, 
will admit that it has something to 
do withincome. But, specifically, how? 
In other words, the problem was driven 
back to theory, to principles, and to 
the little which had been done in 
actual research. 


CoursEs IN LAND VALUATION 


As evidence of the feeling that older 
procedures had been defective, we 
find the wholly new development of 
short courses in land valuation. ‘Ten 
years ago there were no such courses 
in America. By the close of 1929, at 
least seven institutions had sponsored 
them, and the program of the Mortgage 
Bankers Association of America has as 
an objective the establishment of such 
a course in every one of the principal 
agricultural colleges of the country. 
All of this search for information rather 
plainly demonstrated how little in- 
vestigation had actually been done in a 
field represented by forty-five billions 
of invested capital and upon which 
rest ten billions in farm mortgages. 

The subject, therefore, is one in 
which, fundamental though it be, re- 
search in this country can be said to 
have just begun. Under these circum- 
stances, the writer can offer nothing in 
this article which is new or original. 
Perhaps it will be worth while, how- 
ever, to touch very hurriedly upon the 
various phases which this topic 
comprehends: (1) movements in in- 
comes and in farm real estate values in 
recent years so far as data are available; 
(2) the realignment of values in relation 
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to income which has taken place in 
certain areas; (3) income and value in 


theory; (4) “earning power” and 


valuation in practice. 


INCOMES AND VALUES IN RECENT 
YEARS 


Adequate measures of the share of 
total earnings contributed by farm 
real estate are not available. Even go, 
the factors entering into land prices are 
so complex that year-to-year fluctua- 
tions in earnings may not be reflected— 
at least, not immediately. Land yields 
its services year after year. One 
year’s increase or decrease in income, 
therefore, may or may not affect 
value. Many considerations enter. 
How great that year’s increase or 
decrease is; what its relationship to the 
trend over preceding years is; the ex- 
tent to which it is considered more or 
less temporary, or as an indication of 
the future trend; the general future out- 
look for earnings—these and other 
factors producd their effects. It is 
probably the trend or average of in- 
come realized over a series of years 
which is the dominant influence on the 
side of the earnings. Even a reason- 
ably stable trend in earnings, however, 
may be offset by other forces. 

The data on something approaching 
net incomes which are available are 
shown for the country as a whole in 
Figure 1. The annual total agricul- 
tural income computations of the 
Bureau of Agricultural Economics 
were first made for the crop year 
1919-1920, and the income statements 
of individual farmers were first col- 
lected from the Bureau’s crop corre- 
spondents in 1922. 

The recovery in income up to 1925 
is apparent. Since about 1924, some- 
thing approaching a horizontal trend 
has appeared in incomes and in the 
composite of prices of farm products. 
The outlook for the 1929-1930 market- 
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ing season is for returns not in excess 
of those received in 1928-1929 — prob- 
ably about the same. 
This up-swing in the incomes and 
the prices of farm products, and the 
‘subsequent approximate stability 
_ therein, would be expected to have an 
- important influence in the progressive 
- checking of the rate of decline shown in 
farm real estate values since 1920. 
The value curve has gradually been 
flattening out. 

In a general way, one can find some 
reflection of movements in income in 
the movements of farm real estate 
values. The big drop in the value 
index, for example, came in 1920-1921 
and in 1921-1922, coincident with the 
big drop in incomes and the prices of 
farm products. The steady recovery 
in incomes which followed to 1925- 
1926 was accompanied by a change in 
the trend of values much less sharply 
downward than before. The income 
break of 1926-1927, which was due 
largely to the record cotton crop, 
apparently found reflection in a five- 
point drop in the value index, as com- 
pared with three-point declines during 
the two preceding years. Subsequent 
recovery in incomes and prices during 
1927-1928, and retention of this gain in 
1928-1929, again appeared to be 
reflected in declines in the farm realty 
index of but two and one points, 
respectively. This one-point decline 
represented the smallest annual loss in 
the national value index since the de- 
pression set in. On March 1, 1929, 
the value index stood at 116 per cent of 
1912-1914, regarded as pre-war. ‘The 
corresponding position at the peak of 
1920 was 170. If the income forecasts 
for the 1929-1930 marketing season 
prove true, little change in the value 
index from its 1929 position is likely, 
although there is as yet no assurance 
that the bottom has been fully reached 
in all states. 
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What the longer term future holds is, 
of course, a matter of conjecture. In 
any event, however, with the most 
drastic readjustments in the whole 
price system in the background, the 
various branches of the agricultural 
industry are now beginning to have a 
somewhat better basis in experience 
for judging what may be expected in the 
way of average operating conditions 
and earning power, and are accordingly 
in a better position to place values on 
real estate. 


REGIONAL Diversity or VALUES 


National totals and national aver- 
ages obviously may conceal wide 
variations in their components. The 
wide regional diversity in the move- 
ment of values both in the extent of the 
rise to 1920 and in the character of the 
change since then is indicated in Figure 
2. Unfortunately, income data suit- 
able for our purpose are even less ade- 
quate on a regional than on a national 
basis. Some cursory, indirect obser- 
vations of a general character, however, 
may be made. In 1920, for example, 
the New England and Middle Atlantic 
divisional indexes stood at only 140 
and 136 per cent of pre-war, respec- 
tively; the two North Central or 
Middle Western indexes, at 161 and 
184; and the three Southern, at from 
177 to as high as 199. 

An analogous situation occurred 
with respect to the war-time price 
behavior of the principal agricultural 
products of these three regions. The 
prices of dairy and poultry products, 
dominant in the Northeast’s income, 
and also poultry, fruit, and vegetable 
prices, which are important there, rose 
the slowest and the least above their 
pre-war positions. Cotton went up in 
price the fastest and the farthest of the 
major product groups. Prices of the 
grains and meat animals, dominant in 
Middle Western returns, rose early to 
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Farm Estate VALUES AND.FARM INcoME 


Figure 


FARM REAL ESTATE: ESTIMATED AVERAGE VALUE PERACRE, ss 
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* Farm real estate values showed considerable regional variation both in the extent of their rise 


during the war period and in the character of their movement since 1920. 


In part, this diversity of 


behavior appears to be a reflection of the course of the prices of, and incomes from, the principal 
products to which the agriculture of these areas is largely devoted. 


levels higher than dairy and poultry 
products, but appreciably below those 
reached by cotton. This, no doubt, 
goes far to explain why the Iowa value 
index reached 213 in 1920, while the 
South Carolina index reached 230. 
The comparatively small declines 
recorded in New England and Middle 
Atlantic farm realty values subsequent 
to 1920 no doubt were in a great 
measure attributable to the rather 
notable stability and comparatively 


in the rather sharp drop 


favorable levels maintained throughout 
the deflation by the prices of the princi- 
pal Northeastern products, especially 
dairy products. The rather abrupt 
change in the trend of Cotton Belt 
realty values from 1922 to 1926 no 
doubt was largely attributable to the 
substantial recovery in cotton prices to 
very favorable levels. 

The cotton price collapse caused by 
the record crop of 1926 found reflection 
in the value 
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indexes for the three Southern divisions 
from 1926 to 1927, from which recov- 
ery in values does not yet appear to 
have occurred. Grain and livestock 
prices enjoyed no early recovery, as did 
cotton prices, and no such stability at 
reasonably favorable levels, as did 
prices for dairy products. Hogs, for 
example, the form in which about forty 
per cent of the corn is ultimately 
marketed, for four consecutive years 
during 1921-1924 held to price levels 
but little above pre-war; and after a 
brief recovery during 1925 and 1926 
again reached almost pre-war levels 
during the early months of 1928. 

Cattle prices, likewise, for four con- 
secutive years, 1921-1924, held to 
levels but little above those of pre-war 
times; they moved up somewhat in 
1925 and 1926, but only during 1927 
did a real recovery set in. Cattle 
prices for the entire six-year period 
1921-1926 averaged but twelve per 
cent higher than before the war. Oats, 
formerly a source of considerable cash 
income in certain sections of the Corn 
Belt, have been unable to maintain a 
price level much above pre-war, since 
the continued replacement of horse 
power by mechanical power in both the 
city and the country has continuously 
narrowed the market. 


Post-War LEvELs or Cost 


When over against such a situation 


on the receipts side of the Middle 
Western income statement were set 
such post-war costs as taxes which 
were two and one-half times pre-war 
taxes, labor which was two-thirds 
higher, and machinery and building 
materials which were half again higher, 
the rapid revision of Middle Western 
farm real estate values down toward 
pre-war leveis was fully in line with the 
probabilities, if Corn Belt realty values 
were to be based on earning power, 
demonstrated in the past and reason- 
ably to be expected in the future. 


Offsets in the form of increased agri- 
cultural output have occurred, it is 
true, particularly toward a greater 
output of animal products per unit of 
feed consumed and toward the substi- 
tution of more efficient mechanical 
devices for horsesand men. But, such 
a rapid and drastic deflation in the 
prices of products, and such post-war 
levels of cost items in relation to these 
prices, constituted rather overwhelming 
odds for increased efficiencies to offset. 

The inadequacy of this generalized 
inferential description of the course of 
income and farm real estate values is 
apparent. The necessary data are 
lacking. There are also numerous 
other aspects of the picture of income 
and of the price of products which in- 
fluenced the course of realty values, but 
into which this article cannot go.’ 

It is apparent that other factors than 
income were involved in the move- 
ment of farm real estate values in 
recent years. A glance at Figure 1, 
for example, may well suggest the 
question, “Why did values continue to 
decline after incomes and the prices of 
products recovered?” Space permits 
but brief mention of several other con- 
siderations which appear to have 
entered, to a varying degree, in dif- 
ferent sections of the country. Among 
these are the following: (1) Values 
apparently respond rather slowly to 
changes in economic conditions, i.e., 
they lag at the turning points. (2) In 
a number of sections, particularly in the 
Middle West, an unusually large num- 
ber of farms was thrown on the market 
during the deflation. This supply 
included land foreclosed and deeded 
back, land in weak hands, and land in 

*For further discussion, see the following 
publications of the Bureau of Agricultural 
Economics: “The Farm Real Estate Situation,” 
for 1926-1927, 1927-1928, and 1928-1929; “The 
Economic Basis of Farm Land Values” (mimeo- 
graphed); and “Changes in the Value of Farm 


Real Estate in the United States, 1990-1925” 
(mimeographed). 
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hands that were strong, but wanted to 
sell. A farm, after all, is a second-hand 
article which sooner or later must be 
passed on to another owner. (3) This 
accumulated market supply was met by 
a sharply lowered effective demand. 
Most farm buyers are farmers. The 
combination of unsatisfactory incomes, 
of more attractive alternatives in the 
city, and of savings and other accumu- 
lations of capital seriously depleted or 
completely wiped out, was not con- 
ducive to a strong demand for farms. 
(4) Another influence, of importance 
in certain areas, was excessive depre- 
ciation in agriculture’s physical plant. 
In periods of depression farm mainte- 
nance tends to the minimum, particu- 
larly in the low income areas and on the 
farms of the relatively poorer grades. 
(5) The supply of credit and the con- 
ditions under which it is extended are 
important considerations in the farm 
real estate field, as they are in the 
securities market. The policies of the 
major sources of mortgage credit un- 
derwent revision toward greater con- 
servatism. (6) The value structure in 
certain sections of the country, at 
least, has undergone a major realign- 
ment with respect to its relationship to 
income. Values in certain areas fell 
faster than real estate earnings. This 
last point merits further consideration. 


Tue REALIGNMENT OF VALUES IN 
RELATION TO INCOME 


The variation in the ratio of current 
real estate income to current valua- 
tions from area to area, and in the same 
area from time to time, is an interesting 
phenomenon. In a study made by the 
Bureau of Agricultural Economics in 
1920, for example, average net cash 
rents were found to vary from 2.2 per 
cent of average values in a group of 
central Minnesota counties to 6.5 per 
cent in the Yazoo-Mississippi Delta. 


4C. R. Chambers, “Relation of Land Income 
to Land Value,” U. S. Dept. Agr. Bul. 1224. 


Farm Estate VALUES AND INCOME 


Data for Iowa, for example, show the 
following changes in the ratio of rent to 
value over a period of years: 


TABLE I 
, Per Cent Per Cent 

bier’ Gross Net 
1900. . » 
1910.. 4.3 
1920. 3.6 2.6 
1925. . 4.8 3.4 
1926. . 4.8 
1927. 5.2 
1928. 5.4 
1929. 5.6 


Data, as yet incomplete from other 
states, suggest that a similar reversal 
of the trend in the earnings ratio has 
taken place in other states of the Mid- 
dle West. The 1920 and 1925 ratios of 
average gross cash rents to values were 
found to be as follows: Missouri, 4.0 
per cent and 5.4 per cent, respectively; 
Minnesota, 3.1 and 4.2; Illinois, 3.6 and 
4.8; Indiana, 4.6 and 5.7; Ohio, 4.0 and 
5.5. Comparable data for states other 
than these are not yet available. 
However, our knowledge of the pre-war 
and the war-time value structures 
suggests that this realignment of 
values in relation to income probably 
was more pronounced in the states of 
the Middle West than elsewhere. 

Why this reversal of trend? From 
1897 to 1920 the country experienced 
a steady upward trend in prices of 
farm products. The purchasing power 
of farm products in terms of non- 
agricultural commodities steadily in- 
creased. Cash rents rose year by year. 
Land had “never gone down.” Ap- 
parently what happened was that 
these increases were projected into the 
future and were expected to continue 
as they had in the past. As a result, 
these future increases were capitalized 
into values, and values rose faster 
than incomes. The decline in mort- 
gage rates of interest probably was a 
factor, also. 
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Since, 1920, values have been falling 
faster than incomes. Why? In gen- 
eral, because the old, low, pre-war 
rates of return are no longer acceptable. 
In part, the higher present ratio of 
income to value may be the result of 
the influence on values of distress sales; 
nevertheless, there is little question but 
that the increased rates of return 
represent a genuine change in ideas of 
what is an acceptable rate of return. 
Values are being written down to yield 
current returns more in line with going 
interest rates. Why this marking 
down? In the first place, there is the 
consideration that the outlook is no 
longer as certain as it was twenty years 
ago. The pre-war land value struc- 
ture was built upon a rising level of 
prices of products. There have not 
yet been signs of any prolonged and 
continued rise in such prices. In a 
recent report of a committee of the 
Association of Land-Grant Colleges, 
the opinions of thirteen out of eighteen 
leading economists who expressed them- 
selves on the subject were to the effect 
that the direction of the general price 
level over the next ten years would be 
downward. Whether or not that pre- 
diction turns out to be correct, an 
increase in farm real estate values in the 
immediate future apparently is not 
being counted on with the confidence 
exhibited a generation ago. 

A second factor involved in this 
*‘marking down” may be that farmers 
of today are insisting on a better living 
than formerly. This is especially true 
of the younger people. They no 
longer appear as content to dig into the 
share of their income which should go 
to living in order to get money to pay 
six per cent mortgages on three per 
cent land. 

The farmer’s cost of living has risen 
with the city dweller’s, and average 
prices for the things the farmer buys 
for use in living, computed upon a 
fixed budget, now stand at some two- 


thirds above the pre-war level. But, 
the indications are that farmers are 
attempting to maintain a higher stand. 
ard of living than before the war, 
They wish to buy more than before, 
and all the appeals of modern merchan- 
dising are urging them to do so. 


INCOME AND VALUE IN THEORY 


These ¢hanging relationships of value 
to income suggest, therefore, that more 
than realized incomes enter into farm 
real estate values. A farm yields 
income—or is expected to—for many 
years, for a lifetime. Therefore, in- 
comes expected or anticipated in the 
future may be capitalized into present 
value, as often happens in the securities 
market. Theoretically, of course, real- 
ized incomes are merely water under 
the bridge, and can have nothing to do 
with value except in so far as past 
performance is used as a guide to future 
performance. Expectancy appears to 
be largely a product of experience, in 
most economic judgments. 

Theoretically, the concept which ap- 
pears most useful in explaining the 
composition of farm real estate values 
is the familiar one, that the value of a 
more or less permanent income bearer 
is a capitalization of a series of future 
incomes. A useful expression of this 
theoretical basis is embodied in a 
mathematical formula familiar to stu- 
dents in farm land valuation. 


This formula is V= <+—, where 


V =the present value of the real 
estate 

a=present net rent 

i=anticipated average annual 
increase (or decrease) in net 
rent 

r=a rate of interest representa- 
tive of the commonly ac- 
cepted rate of interest on 
long-term commitments of 
capital. 


Where there is no ‘‘z,” the second 
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term disappears and the formula be- 
comes V=-. The ° term in the for- 


mula may also be thought of as that 
part of the present value which is based 
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2 

241 

measure current real estate yields. 

Such a comparison made in 1920, 

together with computation of the min 


each area, is given in the following table: 


Ratio, Estimated 
, Average Average Percentage of 
Counties Net Cash Mortgage Current Real 
aid Included Rent to Rate of Estate Valuation 
: Real Estate Interest Based on Future 
Valuation * Expectations 
Number Per Cent Per Cent Per Cent 
Western Ohio-Eastern Indiana...... 36 3.4 5.8 42 
SS 10 2.8 5.2 46 
Iowa, Southern Minnesota, South- 
eastern South Dakota, Eastern Ne- 
braska, and Northern Illinois. ... . 111 2.4 5.5 56 
Central Minnesota................ 24 2.2 5.8 62 
Yazoo-Mississippi Delta........... $1 6.5 6.9 6 


upon “current earning power”; and 


the p Part of the formula, as that part 


of present value based essentially upon 
the anticipated, continuous enhance- 
ment in the annual net return in the 
future. As a matter of fact, the “a” 
in the formula is as much a conjecture 
as is the “‘i”—it rests on the assump- 
tion that current net rental levels will 
be maintained indefinitely in the future. 
This formula also assumes that the “7” 
continues indefinitely in the sll 
It also assumes a rate of interest. 
What rate shall be selected? The rate 
of interest on first mortgages appears 
to be a logical choice since it seems to 
be a closely comparable and competi- 
tive alternative and probably is the 
commonly accepted “going rate” pres- 
ent in farmers’ thinking when they 
consider rates of return on land in their 
respective communities.’ In any case, 
it is a useful yardstick against which to 


5 Chambers, op. cit. 7 


* After taxes, depreciation, and upkeep of buildings. 


Another assumption which this for- 
mula involves is that the interest rate 
remains unchanged. It is obvious 
that an average annual increment (or 
decrement) in net land income con- 
tinuing indefinitely in the future may 
be based on a rather generous assump- 
tion, although, of course, the more 
distant the income the less it weighs 
in present value. For such conditions, 
as well as other limitations into which 
at this time we cannot enter, formula 
modifications and adjustments need to 
be made.® However, for working pur- 
poses, and as the expression of a rather 
basic concept, the assumptions in the 

* For example, for incomes increasing (or de- 
creasing) for n “vm then ore constant, 
the formula is V=" 


(See Karl Scholz, “The Determination of 
Reasonable Market Prices of Speculative In- 
vestments,” The Annalist, Jan. 3, 1980, p. 5). 
In practice, cases of perpetually decreasing net 
incomes would, of course, be rare, although situa- 
tions whtich involve carrying decreases beyond 
zero into net losses are not so rare. 


nd- | 
re, q 
an- 
lue 
ore 
ds 
lds q 
ny 
in- 
he | 
nt | 
ies 
al- 
ler 4 
do 
ust 
t 
& 

7 
he 
es 
a 
er 
re 
Lis a 
u- j 
al | 
al iq 
et F 
| 
of | 
d 


all 


formula do not appear to be so un- 
tenable as to invalidate this mathe- 
matical expression as a most useful 
approach toward a better understand- 
ing of the composition of farm real 
estate values. 


EARNING PowEeR AND VALUATION IN 
PRACTICE 


What can be said of the much-men- 
tioned question of income and its place 
in practical valuation? In general, it 
may be said that to date, at least under 
the conditions existing in this country, 
attempts to arrive at values through 
income have met with rather disturbing 
difficulties. As a rule, income has 
played a minor part or no part at all, so 
far as actual valuation is concerned. 
Strictly speaking, valuation on the 
basis of income is seldom found in this 
country in the farm real estate field. 
That does not mean, of course, that 
farm real estate values have nothing 
to do with income, or that American 
appraisal practice today completely 
ignores income. However, income 
seems to be considered only to answer 
the question, “Will the income from 
the place be sufficient to cover inter- 
est and principal payments?” The 
answer is usually sought in the results 
of the previous years’ operations as 
furnished by the applicant and verified 
by the loan company’s examiner, al- 
though very recently a few mortgage 
bankers have gone further and have 
required complete financial statements 
from their borrowers. Nor can we say 
that an income valuation basis may 
not bedeveloped. Because of the basic 
importance of income in farm real 
estate values we need to give that sub- 
ject all the study we can. But, in the 
last analysis, a farm probably will be 
considered to be worth what it will 
bring on the market, and in this country 
where we normally have a compara- 


tively free and active market for farm 
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lands sale price will probably continue 
to be used as the final test. 

It is probably necessary only to 
mention very briefly some of the diffi- 
culties which have so far been en- 
countered in trying to establish values 
on farm real estate indirectly through 
income. One of the difficulties is in 
getting accurate income data. A mis- 
take of only fifty dollars, for example, 
capitalized at five per cent, means 
one thousand dollars in valuation. 
Few farmers keep books, and esti- 
mates are subject to wide errors, as all 
who have worked with farm survey 
figures know. A second difficulty is 
that income varies so much with man- 
agement, and evaluation of the contri- 
bution of management still remains an 
unsolved problem. Capitalization of 
management into land values is, of 
course, a doubtful practice. In the 
third place, it is sometimes rather 
difficult to define what the capitalizable 
income shall be, and how to compute it. 
For example, how shall the contribution 
of the farm to family living in the way 
of food, fuel, and house rent be valued? 
How shall the value of the operator’s 
labor be satisfactorily determined? 
How shall the family labor be valued? 
In the fourth place, what interest rate 
for capitalization purposes will be 
selected? Finally, farm real estate 
values apparently reflect the future. 
Ascertaining present incomes accu- 
rately enough for valuation purposes 
has been found hard enough. Fore- 
casting accurately enough for valuation 
purposes what long-range future in- 
comes will be is a pretty difficult 
matter. 


Casu RENT 


Although valuation through income 
at present appears to offer many diffi- 
culties, there is a line of income in- 
vestigation which does appear to offer 
more immediate possibilities of useful 
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service. If a farm is worth what it will 
bring, so also is one year’s use of the 
farm worth what it will bring on the 
market. ‘This takes the form of cash 
rent. In some sections of the country 
there is enough competitive cash rent- 
ing to give an index of what a year’s 
use of the real estate is considered to 
be worth. These data, if systemati- 
cally collected and compiled, would 
provide a most useful running barom- 
eter of the changes which are taking 
place in the land value structure. 
Furthermore, calculation for typical 


areas of the 2 granted that it can be 


but an approximation subject to many 
qualifications, should prove of con- 
siderable use to those who control loan 
policies, for example. 

Table II illustrates how wide may be 


i 
the geographical variations in the a 
; 
and how large the = may be, or, to 


state it another way, how small may be 
that portion of present value upon 
which average net rents will pay the 
current average mortgage rates of 
interest. A fifty per cent loan where 
only thirty-eight per cent of the pres- 
ent value of the land is paying interest, 
so to speak, is one thing. A fifty per 
cent loan where ninety-four per cent of 
the present value is earning “interest” 
is another matter, assuming, of course, 
that there are no other risks to be 
offset. Perhaps the great variation in 
the composition of farm real estate 
values illustrated in Table II suggests 
one reason why some companies loaning 
on the customary fifty per cent basis 
in some sections of the country suffered 
greater losses than others loaning on 
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the same fifty per cent basis elsewhere. — 
The opinion is ventured that no single — 
research effort would be of greater 
service at the present time than the 
development, on an adequate regional 
basis, of current indicators of the 


estate values to them. Nor should — 
the obvious difficulties involved in 
estimating long-range future land in- 
come be taken to mean that research 
which seeks to define the future is 
wholly futile. 

Forecasting cannot be escaped. 
Every time a man buys a farm or makes 
a loan, he makes a forecast, although he 
may not always fully realize it. The 
outlook for the “a” and “i” elements — 
in the formula, at least in so far as to 
whether or not the prevailing expecta- 
tions are likely to be realized, is a phase 
of the problem which merits more at- 
tention than has been given it in the 
past. Since we must guess, anyhow, 
we may as well try to make it a rea- 
soned and a studied guess. 


Finally, all the difficulties which have ist : 


arisen in the way of determining 
what the capitalizable income is, and — 

of valuing farm real estate on the 

basis of income as a practical proce- _ 
dure, are challenges rather than deter- 
rents to further research. In the 
item alone as to what income is, for 
example, cash renting unfortunately is 
so uncommon in many important agri- 
cultural areas that other means must 


share of farm income attributable to 
the services of the real estate. This 
item alone raises many interesting ques- 
tions both in theory and in practical - a, 
application. 
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recent years there has been con-— 


courts of the United States. This has 
chiefly resulted from the delays that 
litigants encounter in the pursuit of 
justice. It is not my purpose to delve 
into the causes of these delays. Much 
has already been written upon this sub- 
ject. Admitting their existence, it is 
only natural to seek a remedy. There 
are two courses open to those so in- 
clined. One is to reform legal pro- 
cedure; another is to avoid it. 

Starting with the assumption that 
misunderstandings in business dealings 
are inevitable, how may these misun- 
derstandings be most satisfactorily 
settled by other methods than litiga- 
tion? Many such methods have been 
‘advanced. Among them are media- 
tion, conciliation, and commercial ar- 
bitration. 

Some time ago the writer was re- 
quested to make a survey for the Amer- 
ican Arbitration Association of the use 
of commercial arbitration in the State 
of Pennsylvania. This survey was 
completed in the fall of 1927. As it 
progressed, it was discovered that 
many business men knew little about 
this method of settling business dis- 
putes. This article, therefore, pro- 
poses to explain the meaning of com- 
mercial arbitration and its relation to 
business.? 

‘Much of the material here presented was 
collected during the survey mentioned. In addi- 
tion, information obtained from the 1927 Year- 


book on Commercial Aribtration, published by 
the American Arbitration Association, has 


been value. 


Commercial Arbitration: A Practical Plan 


By Joun R. ABERSOLD 


Assistant Professor of Business Law, Wharton School of Finance and Commerce, University of 
Pennsylvania, Philadelphia, Pennsylvania 


siderable criticism heaped uponthe AN Economica DEvIcE 


The term “commercial arbitration” 
has come to mean progress in business. — 
This is so because it provides business 
with a speedy and inexpensive method 
of settling disputes. Methods of sav- | 
ing time and expense are worthy of the | 
consideration of every business man. — 
Nevertheless, there are many persons — 
engaged in business who have but a> 
vague knowledge of the existence of — 
arbitration, and do not understand how 
it works. In order to appreciate its 
advantages, it is necessary to under- 
stand the procedure and the form 
which it takes. The former has been 
so simplified by law that arbitration 
today is readily available to the aver- 
age business man. The technicalities 
and the formalities of litigation are 
absent. Commercial arbitration has 
gone through a process of evolution for 
several hundred years, until today it is 
a simple, yet practical method for the 
settlement of business disputes. 

Prior to 1920, the legal status of 
agreements to arbitrate was somewhat 
uncertain and the decisions of many 
courts were conflicting. Since that 
time there has been a growing demand 
for the uniform treatment of such 
agreements, as well as for the establish- 
ment of arbitration procedure upon a 
sound legal basis. Ten states and the 
Federal Government have responded 
by passing laws which provide the nec- 
essary legal sanction for the conduct of 
arbitration. The Pennsylvania Arbi- 
Act is a good example of the 
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thoroughness with which the legisla- 
tures have done their work. As nine 
other state acts are similar in almost al! 
respects to the Pennsylvania Arbitra- 
tion Act, this act may be regarded as 
embodying the essential legal require- 
ments and the necessary machinery for 
carrying on arbitrations. 

While American business men have 
been slow to realize the advantages of 
arbitration, British trade associations 
and business interests have for over a 
century used it with regularity, and 
with remarkable success. In the 
United States the American Arbitra- 
tion Association in New York has been 
its chief exponent. Through the ef- 
forts of this organization, seventeen 
hundred American trade associations 
have established arbitral tribunals of 
their own. In fact, the popularity of 
commercial arbitration has been chiefly 
confined to trade associations in this 
country. The fact that it has not been 
more widely adopted is probably due to 
a lack of knowledge of its benefits. 


I 


q As used in this article, arbitration 


means the settlement of commercial 
disputes arising between business men 
and, as arule, growing out of a contract 
existing between them. This form of 
procedure has been termed “‘commer- 
cial arbitration” in order to distinguish 
it from other types of arbitration, as 
well as kindred methods employed for 
similar purposes. Even when this 
method of settlement is referred to as 
commercial arbitration, however, it is 
often confused with other methods. 
It is, therefore, advisable to distinguish 
the various procedures employed in the 
settlement of disputes. 


PoxiticaL AND INDUSTRIAL 
ARBITRATION 


Since the organization of the Hague 
Peace Tribunal, in 1889, much atten- 


Ay 
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tion has been given to arbitration as a 
means of a peaceful settlement of dis- 
putes arising between nations. This 
type of arbitration is entirely political 
in nature. It concerns the rights of 
nations, states, or forms of govern- 
ment. ‘Two nations, for example, be- 
come involved in a dispute over a 
boundary line. Such a dispute may 
well be submitted to arbitration. 
Many questions of a similar nature 
have been so dealt with in the past. 
The Permanent Court of Arbitration, 
established at the Hague Peace Con- 
ference in 1899, is devoted to this form 
of settlement. 

Arbitration as used in this sense is, 
of course, entirely different from com- 
mercial arbitration. It is not the fact 
that the parties reside in different coun- 
tries that creates the distinction. It is 
the fact that the nature of the dispute 
is different. The one is commercial, 
and arises out of a contractual relation- 
ship; the other is political in its nature. 
The parties to commercial arbitration 
may reside in different countries, and 
yet their dispute may very well arise 
out of their contractual relationship. 
For example, an American exporter of 
cotton in New York City may contract 
with an English cotton importer in 
Southampton to ship a certain number 
of bales of cotton. A clause in the con- 
tract may provide for resort to com- 
mercial arbitration in the event of a 
dispute. Although the scope of the 
agreement to arbitrate is international, 
in a sense, it is commercial in nature, in 
that it arises out of a contract. 

Another form of arbitration which 
must be distinguished from commercial 
is that of industrial arbitration, which 
is solely concerned with the settlement 
of labor disputes arising between em- 
ployer and employee. An employer 
operates a. factory in which a large 
number of men are employed. The 
employees decide that they deserve a 
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shorter working day. Their demand 
is refused, and they strike. The em- 
ployer, realizing the enormous loss that 
is caused by his idle factory, proposes 
arbitration. The employer and che 
officers of the labor union codperate in 
choosing a third party, who is to hear 
the grievances of both sides and render 
a decision, upon which the factory may 
resume operation. ‘This, too, is arbi- 
tration, but it differs in kind from com- 
mercial arbitration, in that it is solely 
concerned with questions arising be- 
tween employer and employees in re- 
gard to wages, hours of labor, and con- 
ditions of employment. 


LITIGATION, MEDIATION, AND 
CONCILIATION 

Having distinguished commercial ar- 
bitration from political and industrial 
arbitration, it is necessary to show 
that there are other forms of pro- 
cedure which attempt to settle disputes 
concerning contracts between busi- 
nessmen. ‘They are litigation, media- 
tion, and conciliation. Of the three, 
litigation is by far the most widely 
used. 

As the term conciliation is generally 
used, it does not refer to a specific 
method of settling a dispute, but im- 
plies an agency which attempts to 
eradicate the feeling of ill will and bit- 
terness so often existing between the 
parties to a controversy. In recent 
years, conciliation has often been sug- 
gested by the judge in cases being tried 
before him. His remark to the op- 
posing attorneys is often framed in 
some such manner: “Gentlemen, I 
would advise you to adjust this mat- 
ter.” Whereupon the attorneys at- 
tempt to effect a settlement. The re- 
sult is usually a compromise. In this 
respect, conciliation differs greatly from 
commercial arbitration, which settles a 
dispute upon its merits and is in no 
sense a compromise. For this reason, 


there are those who look with disfavor 
upon conciliation. 

Mediation, generally speaking, means 
the intervention of a third party in a 
dispute between twocontestants. This 
may be accomplished in one of several 
ways. The mediator may see two 
parties engaged in a controversy and 
intervene on his own behalf to attempt 
a settlement. Or, one of the parties 
may ask a third party, a mediator, to 
attempt a settlement of the dispute by 
means of acompromise. ‘The mediator 
usually gains a settlement by means of 
bargaining with each party individu- 
ally, until a point has been reached 
where both will agree to take and give a 
certain amount. 

Mediation differs from arbitration in 
many ways. First, like conciliation, it 
results in a compromise, whereas com- 
mercial arbitration decides a case upon 
its merits. Second, the mediator is 
rarely appointed by both parties, 
whereas an arbitrator must be selected 
with the consent of both parties. 
Third, a mediator bargains with each 
party separately, while an arbitrator is 
not permitted to discuss the case with 
either party in the absence of the other. 
In other words, arbitration is not de- 
pendent upon the bargaining power of 
the arbitrator. Fourth, in mediation 
there is no necessity for a formal hear- 
ing of the parties, while in arbitration 
there must be a hearing with both 
parties in attendance and with the 
arbitrators sworn according to law. 
Finally, the result of mediation, that is, 
the final agreement, cannot be enforced 
at law without a special action brought 
to enforce it. In commercial arbitra- 
tion in the states of New York, Massa- 
chusetts, New Jersey, Oregon, Pennsyl- 
vania and California, and also under 
the Federal Arbitration Act, the award 
of the arbitrators can be entered as a 
judgment upon the court record. 

To sum up, it is important to note 
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that commercial arbitration is an ex- 
trajudicial procedure. It is adopted by 
the parties to settle, upon their merits 
and through a tribunal selected, by the 
parties themselves, commercial disputes 
arising between them out of a con- 
tractual relationship. It differs from 
litigation, in that it is not conducted 
under the direction of courts of law, 
but by a tribunal of the parties’ own 
choosing, bound to conduct an im- 
partial hearing. It is less formal, less 
costly, and more speedy in its results 
than litigation. It differs from both 
mediation and conciliation, in that it 
decides the issue on its merits and does 
not attempt to effect a compromise. 


ORIGIN AND GROWTH OF COMMERCIAL 
ARBITRATION 


Since the origin of any system of 
justice, legal, quasi-legal, or informal, 
is, after all, the agreement of disputants 
to submit their controversy to the 
judgment of a tribunal which they rec- 
ognize, it is not surprising that histori- 
cal research shows a number of proto- 
types of arbitration. 

The origin of arbitration is somewhat 
doubtful, but there is sufficient evi- 
dence that it was in use among ancient 
races at least as far back as biblical 
times. It was prevalent among the 
Greeks in ancient Athens. In Rome, it 
was a recognized method of settling dis- 
putes at least from 450 B. C. to 530 
A.D. Although Rome had one of the 
most highly developed legal systems of 
antiquity, it was common for a Roman 
magistrate or judge merely to fix the 
question of law upon which a dispute 
turned, and then to remit the dispute 
to an arbitrator who inquired into the 
facts and pronounced judgment in ac- 
cordance with the ruling of the law. 
The Code of Justinian provided that 
there should be no appeal from an 
award after the lapse of ten days, and if 
there was no appeal within that time, 


the party in whose favor the award had 
been rendered could have his remedy 
based on the award. 

It seems that most early social insti- 
tutions which had their beginning be- 
fore the “‘ Dark Ages”’ were lost sight of 
during that period. Arbitration, in 
like manner, made no progress and, in 
fact, was little used during that era. 
Not until the middle of the sixteenth 
century did it make an appearance on 
the continent of Europe. In the 
Hanseatic League of northern Europe 
arbitration was frequently used to set- 
tle disputes between merchants. 
Traces of this method have survived in 
modern times in Holland. Austria- 
Hungary recognized it in the Civil 
Code of 1781, which was later amended 
in 1868 so as to grant to various cham- 
bers of commerce the right to organize 
courts of arbitration to decide disputes 
arising out of commercial transactions. 

Germany, too, was influenced by the 
system of amicable settlements, as is 
revealed by the laws and customs of 
that country. In 1879, the German 
Empire sanctioned arbitration pro- 
cedure by establishing courts of arbi- 
tration in towns and parishes through- 
out the land. It was considered a high 
honor to hold a position of arbitrator in 
the German courts of that day. The 
arbiters had a wide jurisdiction, in- 
cluding matters of a commercial nature, 
as well as those relating to landed prop- 
erty and private interests. The sys- 
tem employed in Germany developed a 
defect, in that the arbiters were prone 
to decide issues in the form of a com- 
promise rather than with the idea of 
adjudicating the rights of the parties 
involved.” 

France has long recognized a system 
for the settlement of commercial dis- 
putes apart from the courts. As early 
as 1250, there existed official registers 

2M. H. Grossman, Commercial Arbitration, 
p. 19. 
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or lists of persons engaged in different 
businesses who were available to act as 
arbiters in commercial disputes. In 
1560, one hundred prominent citizens 
formed a body of their own to promote 
the settlement of commercial disputes. 
To this tribunal may be traced the 
origin of the Tribunal de Commerce 
which functioned successfully for many 
years in Paris. The French Revolu- 
tion demolished the system of courts in 
France, but through it all these do- 
mestic tribunals for the settlement of 
commercial disputes seemed to survive 
and gain importance. 


ARBITRATION IN ENGLAND 


Arbitration took on a more definite 
and concise form in England. The 
English were, to a great extent, mer- 
chants and traders, and their country 
was for centuries a center of commerce 
and trade. It was found beneficial to 
adopt arbitration as a method of de- 
termining business controversies, since 
it enabled the merchants to dispose of 
such disputes in a speedy and inexpen- 
sive manner. 

As England developed economically 
and controversies increased, the courts 
of law were found to be inadequate to 
handle all the cases. Furthermore, the 
courts were not spread over a sufficient 
area to enable merchants to reach them 
without considerable inconvenience. 
The sessions were both infrequent and 
irregular. ‘The merchants, finding that 
the transient character of their trade 
prevented them from employing the 
law courts, devised a scheme of refer- 
ring their disputes to the determination 
of certain of their fellow traders. Their 
fellow traders being experts in the 
business, the controversies were settled 
even more equitably by this method 
than by the procedure in the regular 
courts. These trade tribunals were 
called courts of Pie Poudre, an English 
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pied poudre (dusty foot). The court 
was so called because of the prompti- 
tude of its action. Men might come to 
it just as they were, without even 
stopping to brush the dust from their 
shoes.* Courts of this nature sprang 
up in numbers at the fairs and market 
places in early England. 

Since arbitration was becoming so 
increasingly popular and since many 
agreements to submit to arbitration in 
the future were consummated, there 
soon arose the question of the power of 
one litigant to revoke the agreement to 
submit his dispute to arbitration. In 
1609, Lord Coke decided this question, 
in the much quoted Vynior’s case. The 
court held that, “A man cannot by his 
act make such authority, power, or 
warrant not countermandable which is 
by the law and its own nature counter- 
mandable.” In other words, either 
party might revoke the agreement to 
arbitrate any time before an award was 
made. The arbitrator was considered 
as an agent of the parties, and there- 
fore, according to the law of agency, 
the authority of that arbitrator could 
be withdrawn by either of the parties. 
The only remedy against a party’s 
revoking an agreement to arbitrate was 
an action at law, on the ground of 
breach of contract to arbitrate. This 
remedy, however, was insufficient, in- 
asmuch as the courts held that there 
was no damage sustained, since the cor- 
rect arbitration decision could never 
differ from the correct legal decision. 


OPPOSITION FROM ENGLISH JUDGES i. 
The English judges of the early 


seventeenth century were opposed to 
arbitration, as they deemed it to be an 
encroachment on their jurisdiction, as 
well as a means by which they would be 
deprived of fees. Thus, they held that 
an arbitration agreement could not be 


3E. P. Cheyney, A Short History of England, 
p. 200. 
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enforced unless the arbitrators had 
actually rendered an award before a 
revocation was attempted. In this 
respect, they dealt with agreements to 
arbitrate in much the same manner 
that courts today deal with certain 
types of voidable contracts. So long 
as the agreement was executory, it 
could be avoided; but once it became 
executed, it was binding. There is no 
logical reason why adults, with full 
capacity to contract, should not have 
the right to enter into a binding con- 
tract, supported by their mutual 
promises to arbitrate rather than to 
litigate their dispute. The only plau- 
sible reason that can be found is that 
the judges were jealous of any tribunal 
established to deprive the recognized 
courts of their powers. 

It is interesting to note the zeal with 
which the courts guarded their jurisdic- 
tion. Two merchants who were desir- 
ous of settling their dispute by arbitra- 
tion might enter into an agreement to 
do so, but either could revoke the agree- 
ment at any time before an award was 
rendered. To avoid this uncertainty, 
merchants would start an action at law 
upon the dispute, and then request the 
court to refer the case to arbitrators by 
means of a‘rule of court. This the 
courts would do, because they deemed 
the case as remaining under their 


jurisdiction because it was referred un- 


- derarule of court. In order to protect 
their jurisdiction still further, the 
courts ruled that either party was at 


 Jiberty to revoke the authority of arbi- 


trators before an award had been 
rendered, even though the case had 
been referred to the arbiters under a 
rule of court. When the courts had 
taken this stand, depriving other 
tribunals of irrevocable authority, there 
was only one avenue of escape open to 
those seeking arbitration. That ave- 
nue was Parliament. 

Parliament, in 1697, passed a stat- 
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ute ‘ which provided that a submission 
which specified that it should be made 
a rule of court could be entered on the 
court record, as a rule, and neither 
party could thereafter revoke the 
authority of the arbitrators. A revo- 
cation by either party after the entry 
of the rule amounted to contempt of 
court. This act of Parliament ma- 
terially affected the common law rule 
concerning revocability of arbitration 
agreements. It remained the prevail- 
ing law upon the subject until 1838, 
when Parliament enacted another stat- 
ute on the subject called the Civil 
Procedure Act of 1833.5 

Under the provisions of this act, any 
submission to arbitration which speci- 
fied that it should be made a rule of 
court could not be revoked without the 
consent of the court. The essential 
elements of a valid submission still con- 
tinued to be an agreement to submit 
the dispute to arbitration and a provi- 
sion specifying that the submission 
should be made a rule of court. If the 
parties failed to specify a rule of court, 
the agreement did not meet the statu- 
tory requirement and was revocable. 
This permitted revocation of submis- 
sion on a mere technicality, with the 
result that Parliament cured the defect 
by the passage of the Common Law 
Procedure Act of 1854.6 This act pro- 
vided, in substance, that every sub- 
mission in writing could be made a rule 
of court as long as it did not exhibit an 
intention to the contrary. 


INFLUENCE OF THE CIv1IL WAR 


Arbitration agreements were now 
upon a safe legal footing, as the parties 
could rest assured that an agreement in 
writing to submit to arbitration could 
be made a rule of court and thus be- 
come irrevocable. The legal sanction 

49 William ITI, ch. 15. 


5 $ and 4 William IV, ch. 42, sec. 39. 
§ Sec. 17. 
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was provided for, but it remained for an 
event in America, the Civil War, to 
stimulate a widespread use of the 
procedure. With the American states 
at war with each other, many contracts 
for the sale of cotton from southern 
plantations to English merchants were 
broken. ‘The courts in America were 
functioning at irregular intervals and 
the litigation of disputes of this nature 
was out of the question. As a result, 
arbitration was resorted to frequently. 
The Liverpool Cotton Association es- 
tablished an arbitration committee to 
pass on all questions in disputes be- 
tween its members. Furthermore, a 
clause providing for arbitration of any 
dispute arising out of the agreement 
was inserted in every contract drawn by 
members of that Association. The 
Liverpool Cotton Association held a 
position of prominence in that market 
and its members feared expulsion if 
they revoked the agreement to arbi- 
trate. This system of procedure 
proved to be very successful in the cot- 
ton industry. Other trades, observing 
its advantages, established similar com- 
mittees. Arbitration became a firmly 
established practice in the cotton trade, 
the corn trade, the coffee trade, the oil 
seed trade, the flour trade, as well as in 
various coal exchanges, produce ex- 
changes and stock exchanges. 

In 1880, Parliament passed the 
Arbitration Act, which consolidated 
and revised the existing law of arbitra- 
tion and provided a set of rules to gov- 
ern the procedure in all cases where no 
agreement to the contrary was made by 
the parties. There are two main 
features of that law which characterize 
it. The first is that a submission to 
arbitration cannot be revoked, and 
that an award of the arbitrators may 
be enforced as a judgment of the courts. 
The authority of an arbitrator may be 
revoked by leave of court, which is 
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granted in the event that an arbitrator 


has an interest or biasinthedispute,or 
has been guilty of misconduct in the | 
hearing of the case. ee 

The spread of the arbitration move- — 
ment was remarkable after the passage 
of this Act. It is said: 


Today there is not a trade or professional = 
organization in England that does not pro- 
vide some means for the arbitration of dis- _ 
putes that arise among members or between r 
members and others, and frequently be- _ 
tween non-members engaged in similar 
work. It is not surprising, therefore, that 
by this means a great volume of litigation 
is avoided and commercial disputes kept 
out of court.’ 


DEVELOPMENT OF ARBITRATION IN THE 
STATES 


When the colonists came over to 
America, courts were established by the 
English sovereign. These courts fol- 
lowed the common law of the parent 
country. Arbitrations were occasion- 
ally conducted in various trades, but 
these were governed by the common 
law of England which had as its basis 
Vynior’s case, with its doctrine of re- 
vocability. Even after the Revolution, 
with the formation of the thirteen 
states, the common law principles of 
England were followed. 

As early as 1705, the legislature of — 
Pennsylvania passed an act recognizing 
arbitration. It provided for submis- 
sion to arbitration of an existing dis- _ 
pute under a rule of court and sanc- 
tioned the award as a judgment. 
Pennsylvania was not the only state in 
which disputes were being settled by 
this procedure. As early as 1768, the 
Chamber of Commerce of New York 
City was established for the purpose in 
settling disputes between merchants of 
that city. It has taken great pride in 
the fact that since its establishment in 
colonial days it has constantly provided 


7S. Rosenbaum, Commercial Arbitration in 
England, p. 15. 


— 


254 ‘Tas ANNALS or THE AMERICAN ACADEMY 


facilities for arbitration. Many states 
passed statutes from time to time, but 
these, as a rule, were merely reénact- 
ments of the common law principles of 
England, and naturally followed the 
rule of revocability decided in Vynior’s 
case. The courts would not extend 
common law principles so as to make 
agreements to arbitrate as binding as a 
contract at law, nor would the equity 
courts grant specific performance. This 
required the parties to rely almost 
entirely upon each other’s integrity in 
regard to the performance of the arbi- 
tration agreement. For some years 
previous to 1920 the New York State 
Chamber of Commerce, and associa- 
tions of that state interested in the 
arbitration movement, prevailed upon 
the legislature to pass an act establish- 
ing arbitration ona sound legal! basis, 
but not until 1920 was such a result 
accomplished. In that year the 
Walton-Martin Act*® was passed, an 
event which sounded a note of success 
and achievement for the arbitration 
movement in the United States. Since 
1920, mainly through the efforts of the 
American Arbitration Association, New 
Jersey,® Massachusetts,'® Oregon," 
Pennsylvania,” and California have 


passed similar laws. 
«eit 
I 


With this brief historical survey, it 
is now possible to turn to the procedure 
of arbitration and examine its essential 
elements. The procedure in arbitra- 
tion may be divided into four main 
parts: (1) the agreement; (2) the actual 
submission of the case to the arbitra- 
tors; (3) the award; and (4) the en- 
forcement of the award. 

New York, Laws of 1920, ch. 275. 

® New Jersey, Laws of 1928, ch. 134. _- 

10 Massachusetts, Laws of 1925, ch. 294. 

1 Oregon, General Laws of 1925, ch. 186. 

22 Act of April 25, 1927, P. L. 381. 

13 California, Code of Civil Procedure, 1923, 
ch. 225, as amended by Assembly Bill no. 460. 


oe OUTLINE OF PROCEDURE 

It is first necessary that the parties 
enter into an agreement binding them. 
selves to submit either an existing dis- 
pute, or a dispute arising in the future, 
to the decision of persons chosen by 
them. This is known as the agreement 
to arbitrate. Having made the agree- 
ment and a dispute having arisen, it is 
necessary for the parties to submit the 
dispute to the arbiters whom they have 
chosen. This step is called the submis- 
sion. After the dispute has been sub- 
mitted to the arbiters and the parties 
have presented their evidence, it be- 
comes the duty of the arbiters to render 
a decision in the matter. This decision 
is called the award. 

The award having been rendered, it 
becomes incumbent upon the successful 
party to enforce it. If the arbitration 
has been conducted in one of the 
states possessing an effective arbitra- 
tion statute, a valid award may be en- 
tered as a judgment. If, however, the 
arbitration has been conducted under 
the common law, it becomes a more 
difficult problem. Under the latter 
circumstances, the successful party may 
first attempt to induce his opponent 
to abide by the award through good 
faith. If unsuccessful in this method, it 
becomes necessary for the person in 
whose favor the award has been ren- 
dered to start an action at law, with the 
award as a basis. If the award has not 
been procured by fraud or corruption, 
and is valid in other respects, a judg- 
ment will be rendered in his favor. 

As has previously been stated, the 
common law rule concerning arbitra- 
tion in the United States followed the 
common law rule laid down in Vynior’s 
case. ‘That resulted in the courts in all 
of the states holding that agreements 
to arbitrate could be revoked at any 
time by either party before an award 
had been rendered. In most of the 
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states, this was true even where the 
agreement named the arbitrators and 
provided that no action at law could be 
brought upon the dispute. .Thus, even 
if the parties had waived in the agree- 
ment their right of action at law, the 
courts would not enforce the arbitra- 
tion agreement. If, however, the par- 
ties had voluntarily submitted the dis- 
pute to the arbiters and an award had 
been rendered, then the courts would 
recognize the procedure, on the ground 
that it was executed, and would en- 
force the award if a separate action 
were brought upon it. 

In Pennsylvania the decisions regard- 
ing agreements to arbitrate under the 
common law were considerably con- 
fused. The courts attempted to dis- 
tinguish between agreements to arbi- 
trate existing disputes and agreements 
to arbitrate disputes which might arise 
out of the breach of the contract at 
some future time. Another phase of 
the confusion dealt with agreements in 
which arbiters were named and those 
in which they were not named. A dis- 
tinction was also drawn between agree- 
ments in which arbitration was made a 
condition precedent to bringing an 
action at law and those agreements in 
which no such provision was specified. 

In short, practically the only type of 
agreement to arbitrate, which under 
the common law was held to be irre- 
vocable, was one in which the parties 
had voluntarily submitted an existing 
dispute to the arbitrators and an award 
had resulted before either party at- 
tempted to revoke the submission. 
Under the common law decisions, the 
only manner in which the award once 
obtained could be enforced, other than 
by the willingness of both parties to 
abide by it, was by means of an action 
at law being instituted with the award 
asits basis. To say that the status of 
arbitration agreements at common law 
was highly unsatisfactory is to state it 
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mildly. Not only was this the situa- 
tion in Pennsylvania, but in all states 
in this country. 


ARBITRATION STATUTES EXISTING 
BEFORE 1920 


Prior to 1920 many states had passed 
statutes concerning agreements to ar- 
bitrate. These acts followed the Eng- 
lish statutes by providing that agree- 
ments to arbitrate be made a rule of 


court. Excellent examples of the num-— 
ber and the types of statutes passed by - 


state legislatures are those of Pennsyl- 
vania. In that state, statutes dealing 
with one form or another of arbitra- 
tion were passed in 1705, 1806, 1808, 
1810, 1813, 1820, 1824, 1825, 1836, 
1840, 1845, 1846, 1847, 1848, 1850, 
1852, 1861, 1874, and 1877. 


The Pennsylvania Act of 1836 was a © 


codification and refinement of all previ- 
ous Pennsylvania statutes upon the 
subject. Although eleven acts slightly 
amending that of 1836 were passed 
between the years 1836 and 1927, the 
latter remained the statutory law in 
Pennsylvania upon the subject until 
what is known as the Uniform Arbi- 
tration Act was passed on April 25, 1927. 

A brief analysis of the Act of 1836 
will serve to show the legal status of 


agreements to arbitrate in this country _ 


before the statutory law was made to 
conform to that of England. The Act 
of 1836 had two main divisions. The 
one provided for voluntary arbitration; 
the other for compulsory arbitration. 


By voluntary arbitration is meant the — 


settlement of a dispute by arbitrators, 
where the parties have signed a written 
agreement voluntarily agreeing to ar- 
bitrate. By compulsory arbitration is 
meant the settlement of a dispute by 
arbitrators, where the parties have 
never agreed to arbitrate. 
words, in compulsory arbitration one 
party who desires to arbitrate may com- 
pel the other to submit a dispute to 
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arbitrators, even though the latter has 
never agreed to arbitrate. 

The Pennsylvania statute of 1836 in 
regard to voluntary arbitration was 
quite similar to statutes of other states. 
No other state, however, possessed a 
compulsory arbitration statute. Due 
to the similarity of the voluntary 
arbitration provisions of the Pennsyl- 
vania statute with other state statutes, 
it is therefore logical to discuss that 
phase first. 

To sum up the main features of the 
voluntary arbitration provisions of the 
Act of 1836, it is important to note, 
first, that there were two types of dis- 
putes for which provision was made. 
One was the voluntary submission by 
consent of both parties of a suit entered 
in court. The other was the voluntary 
submission of a dispute which had not 
reached the stage of litigation. 

In the case where the parties wished 
to arbitrate a suit already in court, they 
were required mutually to agree to sub- 
mit the matter involved in the suit to 
arbitration, naming the arbitrators. 
They were also required to specify in 
the agreement that their submission 
should be made a rule of court. After 
an agreement of this nature had been 
entered into, the court would issue a 
rule providing that the parties should 
submit to, and be bound by, the award 
of the named arbitrators. In this type 
of case, matters of fact were subject to 
arbitration, whereas matters of law 
were reserved for the court. When the 
arbitrators made their award, it was 
deemed and taken to be as available 
in law as a verdict of the jury. The 
party in whose favor the award had 
been made was entitled to have a judg- 
ment rendered thereon, and the process 
for its recovery was the same as on a 
verdict rendered by the jury. It fol- 


lowed that all motions or appeals which 
would be available in case of a jury 
verdict would be available after an 
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award had been rendered. In other 
words, the arbitrators in a voluntary 
submission of a case in litigation prac- 
tically took the place of a jury. 


VoLuNTARY SUBMISSION OF Non- 
LiticaTEpD DisPuTES 


Thesecond type of voluntary arbitra- 
tion procedure provided by the Act of 
1836 dealt with existing disputes which 
hai not been filed in a court of law, 


The first step prescribed by the Act 


was a written mutual agreement of the 
parties to submit the dispute to arbi- 
tration and contained the names of the 
arbitrators who were to officiate. This 
agreement had to contain a stipulation 
that it should be made a rule of court 
and that the parties should submit to, 
and be finally bound by, the arbitration. 
Upon due proof of the agreement shown 
to the court, it became the duty of the 
court to issue a rule of reference. This 
brought the dispute within the court’s 
jurisdiction in a manner similar to that 
in the other type of voluntary arbitra- 
tion. The arbitration was then con- 
ducted and the award rendered by the 
arbitrators. Under this type of vol- 
untary procedure the award could be 
set aside if it was found: (1) that the 
arbitrators, or umpires, misbehaved in 
the case; (2) that they committed a 
plain mistake in a matter of fact or a 
matter of law; or (3) that the award 
was procured by corruption, fraud, or 
other undue means. 

The preliminary requirements for 
voluntary arbitration under the Act of 
1836, therefore, were that there should 
be an existing dispute, that arbitrators 
should be definitely named in the agree- 
ment, and that the matter should 
either be in court by a suit or must be 
brought within the jurisdiction of the 
court by means of the entry of a rule of 
reference. It should also be noted that 
an award in a voluntary arbitration 
procedure under the Act of 1836 could 
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be appealed from, on the ground of a 
mistake of fact or a mistake of law 
made by the arbitrators. This was an 
inherent defect in the arbitration law 
of Pennsylvania, as it afforded the de- 
feated party a means of prolonging 
final settlement by appeals. The very 
purpose of arbitration was thereby 
often defeated. 

Another striking defect of the Act.of 
1836 was its failure to provide for ar- 
hitration of future disputes. In other 
words, an arbitration clause inserted 
in a contract to be performed in the 
future was not binding upon either 
party. Frequently a party who had 
agreed to arbitrate any dispute which 
might arise under a contract was un- 
willing to carry out his agreement after 
such a dispute had actually taken 
place. The law did not require him 
to do so. 


ComMPULSORY ARBITRATION UNIQUE 
FEATURE 


As has already been briefly explained, 
the Act of 1836 is unique in its pro- 
visions for compulsory arbitration. 
Under them, either party to a civil 
suit may enter a rule of reference 
wherein he declares his intention to 
have arbitrators chosen to determine 
the matters at issue. The other party 
to the suit is thereupon compelled to 
accept arbitration. The plaintiff can- 
not file such a rule until he has filed and 
served his declaration or statement, nor 
can the defendant do so until he has 
filed an affidavit of defense. Such a 
tule is entered on the record, served 
on the opposite party, and a time fixed 
for the appointment of arbitrators. 
It is to be noted that compulsory ar- 
bitration applies only where a dispute 
is actually in court. 

When the award of the arbitrators 
is entered in the proper docket by the 
prothonotary it has the effect of a 
judgment, but may be set aside by the 
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proper court on proof that the arbiters eae 
misbehaved, or that the award was _ 
procured by corruption or other undue 
means. Appeals can always be taken to 
the court, on the simple allegation of the 
appellant that the appeal is not taken : 
for the purpose of delay, but because 
he verily believes injustice has been 
done. This, in effect, permits an appeal 
from every award. 
To sum up, therefore, compulsory 
arbitration is available only where a 
suit has been actually instituted in 
court. The result is not final, being 
appealable on the mere allegation that 
injustice has been done. This statute 
provided, however, that compulsory 
arbitration should not apply to actions 


brought in the courts of the city and 
county of Philadelphia. 


There has been a tendency for some 
years to adopt uniform laws in the 
several states, as has been evidenced by 
the passage of the Uniform Negotiable 
Instruments Act, the Uniform Sales 
Act, the Uniform Stock Transfer Act, 
and others, In like manner, the move- 
ment has spread by the adoption of a 
Uniform Arbitration Act. The purpose 
of the uniform arbitration legislation 
has been two-fold. First, to obtain 
legislation in all the states which would 
provide a method to enforce arbitra- 
tion in contracts containing an arbi- 
tration clause, and thereby make 
an arbitration agreement irrevocable. 
Second, to obtain uniformity through- 
out the states in regard to the enforce- _ 
ability of such agreements and the pro- 
cedure to be followed in the conduct of i 
arbitration. 


NEED FoR UnirorM ARBITRATION ACT | 


Unsuccessful attempts were made 
for many years to obtain the passage a 
of such legislation. In 1920, the State 

of New 


York passed the Walton-— 
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Martin Act. To the united effort of the 
American Arbitration Association, the 
_ New York Chamber of Commerce, and 
the New York Bar Association should 
_ go the credit for the accomplishment of 
_ the passage of this piece of legislation. 
With the barrier broken, the success 
_ Of the movement spread. Largely as 
a result of the efforts of the American 
Arbitration Association, the states of 
New Jersey, Oregon, Massachu- 
setts," and California have adopted 
arbitration laws which are uniform and 
comprehensive in their provisions. 

Bills providing for similar effective 
arbitration laws were introduced into 
the 1929 legislatures of Arizona, Col- 
orado, Connecticut, Indiana, Louisi- 
ana, Maine, Maryland, Nebraska, 
New Hampshire, Ohio, Rhode Island, 
and Texas. Five of these states, 
Connecticut, Louisiana, New 
_ _ Hampshire, and Rhode Island, had 
_ passed these bills at the time this 

article was finished. 
_ Inasmuch as commercial transac- 
tions frequently take place between 
persons residing in different states, a 
_ need has long been felt for a Federal 
act dealing with the subject of arbitra- 
tion. Until recently there has been 
‘no law authorizing the arbitration of 
matters pertaining to interstate com- 
merce and maritime transactions. In 
—-1925,"* such an act was passed as a 
result of the efforts of the American 
Arbitration Association, the New York 
_Chamber of Commerce, and the Ameri- 

Bar Association. 
Opposition to arbitration did not 
: succumb with the passage of enforce- 
_ able laws. A case’ testing the con- 


4 Laws of 1923, ch. 134. 
46 General Laws, 1925, ch. 186. 
16 Laws of 1925, ch. 294. 
_ 47 Code of Civil Procedure, 1928, ch. 225, as 
a amended by Assembly Bill no. 460. 
18 Act of Feb. 12, 1925. 
19 Matter of Berkovitz v. Arbib and Houlberg, 


230 N. Y. 261. 
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stitutionality of the New York Arbi- 
tration Act was taken to the Court of 
Appeals of New York, in 1921, and 
that Court held the Act to be constity. 
tional. A similar case was also taken 
to the Supreme Court of the United 
States by opponents of arbitration, 
but to no avail, as the Supreme Court 
held that the state has the power to 
confer upon its courts the authority 
“to compel parties within its jurisdic. 
tion to specifically perform an agree- 
ment for arbitration.’° This decision 
did not extend beyond the constitu- 
tionality of the state acts, but there is 
no apparent reason why a different 
view should be taken by the Supreme 
Court of the United States if the con- 
stitutionality of the Federal Arbitra- 
tion Act ever came to issue. 

In view of the fact that five states 
had passed uniform arbitration acts, 
the time was seemingly at hand to 
introduce a similar act in the legisla- 
ture of Pennsylvania. Through the 
efforts of the American Arbitration 
Association, the Pennsylvania State 
Chamber of Commerce sponsored the 
bill and succeeded in obtaining its 
passage. Governor Fisher signed the 
Act on April 25, 1927. 


THe PENNSYLVANIA ACT 
The title of the new Pennsylvania 
Arbitration Act is as follows: 


An Act concerning arbitration and to 
make valid and enforceable written pro- 
visions and agreements for the arbitration 
of disputes in certain contracts, including 
contracts to which the state or any munici- 
pal subdivision thereof may be a party, 
regulating the procedure under such pro- 
visions and agreements and conferring 
certain powers and imposing certain duties 
upon the courts with reference thereto. 


Section 1. A written agreement to 
arbitrate is valid and irrevocable. This 


20 Red Cross Line v. Atlantic Fruit Co., 264 
U.S. 109. 
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section provides that a provision in 
any written contract, except a contract 
for personal services, to settle by arbi- 
tration a controversy thereafter arising 
out of the contract, or a written agree- 
ment between two or more persons to 
submit to arbitration any controversy 
existing between them, shall be valid, 
irrevocable, and enforceable. An ex- 
ception is made, however, that in case 
the contract has been entered into 
under such conditions that of itself 
it would be invalid in law or in equity, 
it in like manner shall be invalid under 
this Act. A further provision appears 
in this section that in no case shall a 
person be eligible to act as an arbitrator 
iff he is regularly employed by any 
party to the controversy, regardless of 
whether or not the contract so provides. 

By the wording of this section, all 
the confusion and conflict regarding 
the revocability of agreements to 
arbitrate under the statutory, as well 
as the common law, is eliminated. 
Written agreements to submit to arbi- 
tration either an existing or a future 
dispute among the parties are now 
valid, irrevocable, and _ enforceable. 
The provisions of this section further 
make it unnecessary for the parties to 
take out a rule of reference, as was 
formerly necessary. Nor is it now 
necessary that the arbitrators be 
named in the agreement in order that 
the agreement be irrevocable. A fur- 
ther discussion of this point appears 
under section 4. 

Section 2. A stay of proceedings may 
be had in case of violation of the arbitra- 
tion agreement. In the event that a 
party disregards the written agree- 
ment to arbitrate and starts an action 
upon the issue, the opposite party 
may petition the court in which the 
action has been started for a stay of 
proceedings. It then becomes the 
duty of the court to determine whether 
or not the action is in violation of the 


arbitration agreement. If so found, 
the court must stay the proceedings 
until arbitration has been conducted. 
By this provision, it is impossible for 
either party to defeat the arbitration 
of an issue by bringing a similar action 


at law—a common practice employed _ 


to evade arbitration under the rules of 
the common law. 
Section 3. Aggrieved party may peti- 


tion court to have arbitration enforced. — 


The party aggrieved by the failure, ae 


neglect, or refusal of another to perform 
under a written agreement to arbitrate 
may petition the Court of Common 
Pleas of the county having jurisdiction 
for an order to show cause why the 
arbitration should not proceed in the 
manner provided for in the agreement. 
A notice of the application to the court 
must be served upon the party in 
default at least five days before the 
day appointed for the hearing on the 
rule. Several situations may arise at 
this hearing, and they are amply 
provided for in this Act. First, if the 
making of the arbitration agreement 
is not in issue, then the court must 
inquire why thearbitration has not been 
complied with. Upon a finding by the 
court that the party filing the rule to 
show cause is not at fault, the court 
must order the arbitration to proceed. 
In the event that the court finds at 
fault the party who has taken out the 
rule to show cause, the court must dis- 
miss the rule and the agreement to 
arbitrate is not enforceable. A jury 
trial may be demanded to ascertain if 
either party has been at fault, but if no 
jury trial is demanded the court is 
empowered to proceed summarily to 
determine such issue. 


Second, if the making of the arbitra- | 


tion agreement is disputed, the court is 
authorized to proceed summarily to 
the trial of that point, unless a jury 
trial is demanded. If the court—or 
jury, in case a jury trial is demanded— 
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finds that no written agreement toarbi- to fill the vacancy. If one of the k 
trate was made, the proceedings should arbitrators dies, or if for some reason omg 
be dismissed. If, however, it is found becomes incapacitated after a partial adh 
that a written agreement to arbitrate submission of the matter in controversy mm 
was entered into by the party, and to the arbitrators, then, unless the + . 
that there has been no default in the parties agree to proceed with the a 
_ proceedings by the party filing the rule remaining arbitrators, or agree upon 
to show cause, the court should order arbitrators to fill the vacancy, the arbj- a" 
a the parties to proceed with the arbitra- _ tration shall be considered void and the oat 
tion im accordance with the terms of parties must proceed ab initio. cord 
the agreement. This section is very helpful in the os 
The provisions of this section enable enforcement of an agreement to arbi- ~ 
: the aggrieved party to compel the trate, as it provides an efficient method adhe 
party in default to show reason why of naming arbitrators in the event one + 
the arbitration should not proceed. party refuses to perform his duty, : 
i Such a provision greatly aids the en- Under the rules of the common law s 
forcement of an agreement to arbitrate, and also under the voluntary arbitra- oan 
. especially since authority is given to tion statute, there was no means pro- a 
the courts to order the arbitration to vided to compel a party to proceed os 
proceed if the agreement is a valid one’ with an arbitration unless the arbitra- 08 
- and the party demanding the arbitra- tors were definitely named in the agree- ae 
tion is not at fault. In like manner, ment. Furthermore, it is not always Ss 
_ the provisions of this section also afford advantageous to name an arbiter with- - 
_aremedy to the party whois contesting out knowledge of the type of dispute me 
_the arbitration, on the ground that the that may arise. Therefore, this section tin 
agreement is not a valid agreement or is extremely helpful. 
_ that the party who has taken out the Section 5. The courts are empowered l 
rule has been at fault and, therefore, ‘0 make rules concerning arbitration Rhine 
; is not deserving of the proceeding. procedure. ‘This section gives the re- rt 
Section 4. The method of appoint- spective courts of common pleas the This 
- ment of the arbitrators. If the arbitra- power to make and to adopt rules con- all ‘ 
- tion agreement provides a method of cerning the procedure and _ practice thus 
naming or appointing the arbitrators, under this Act as shall seem proper to fusic 
it is to be followed. Inthe event that them. However, no rule can be made | 
no method is provided for in the agree- contrary to the express provisions of 7 
f- ment, or if the parties cannot agree as_ this Act. The writer is somewhat ar 
. to who the arbitrators shall be, the skeptical about the advantage to be testi 
E court, upon application of either party gained from this section. It does not affir 
a to the controversy, is empowered to seem as well calculated to obtain uni- eithe 
designate the persons to act as arbitra- formity in the practice to be adopted take 
tors. Unless otherwise provided forin throughout the state as would be - 
the agreement, the court is empowered gained if a definite set of rules were s 
to name one arbitrator who shall con- adopted for the entire state. It is bette 
duct the hearing and make the award. hoped that in practice confusion will tisio 
In case one or more arbitrators die, or not crop up as a result of this provi- — 
are disqualified, before the submission _ sion. ste 
7 of the case and the parties cannot agree Section 6. Method for compelling en 
to fill the vacancy, then the court is the attendance of witnesses and the omg 
entitled to name the person or persons manner in which testimony is to be “to 
Lad “ 


— 


taken. The arbitrators are empowered 
to summon in writing any person to 
attend before them as a witness, and, 
in a proper case, to bring along any 
book, record, or document, which may 
be deemed material as evidence in the 
case. The summons is to be issued in 
the name of the arbitrators, and is to be 
served in the same manner as a sub- 
poena to appear and testify before a 
court. In the event that any person 
so summoned refuses to obey, upon a 
petition to the court of common pleas 
of the county in which the arbitrators 
are sitting, the court, upon proof that 
the testimony is proper and necessary, 
may compel the attendance of such 
person before the arbitrators or punish 
him for contempt of court. This sec- 
tion provides that the fee of a witness 
attending an arbitration proceeding 
shall be the same as the fee of a witness 
in a court of general jurisdiction. 

A further provision of this section 
stipulates that when more than one 
arbitrator is agreed to by the parties 
all the arbitrators must attend the 
hearing, unless by written consent the 
parties agree to a smaller number. 
This provision definitely specifies that 
all the arbitrators must attend, and 
thus clears up a point that led to con- 
fusion under both the rules of the com- 
mon law and the previous arbitration 
acts. 

This section also provides that all 
testimony must be taken under oath or 
affirmation, and shall at the request of 
either party or of the arbitrators be 
taken stenographically and made a 
part of the record. It would seem to 
the writer that it might have been 
better to leave to the parties the de- 
cision concerning the taking of testi- 
mony under oath. From information 
obtained from trade associations, it 
seems that the parties to the proceed- 
ings often desire to waive this formal- 
ity. As the Act now reads, it is error 


ComMeERcIAL ARBITRATION: A PracticaL PLAN 


if the oath is not administered to each © 
witness. 

Section 7. When depositions may be 
taken. If a party petitions the arbitra- 
tors to permit the taking of testimony 
of one or more witnesses by means of 
a deposition, and the petition is ap- 
proved, the courts may direct the is- 
suance of the necessary deposition. 

Section 8. The number of arbitrators 
necessary to render an award. In order 
for the award to be valid, it must be 
in writing and signed by a majority of | 
the arbitrators. In case there are 
more than two arbitrators, an award 
requires the concurrence of a majority 
of them, but unanimous concurrence is 
necessary where there are but two arbi- 
trators selected by the parties. It is 
also necessary, in order to havea valid _ 
award, that a signed copy be sent to 
each party to the arbitration. There 
has been some conflict in the decisions 
of this state as to the number of ar- 
bitrators that had to concur before a — 
valid award could be rendered, but — 
under this Act that point cannot arise. 

Section 9. The manner in whichjan 
award may be confirmed. At any time 
within one year after the award has 
been rendered any party to the arbi- 
tration may apply to the court having 
jurisdiction for an order confirming the 
award. The court is duty-bound to 
confirm the award unless it is vacated, 
modified, or corrected, as prescribed in 
the next two sections. The party de- — 
siring the confirmation must serve 
notice upon the adverse party at least 
five days before the date set for the 
hearing. This section makes it neces- 
sary for the party in whose favor the 
award has been made to confirm it 
within a year from the date of its rendi- 
tion, and thereby conclude the issue. 
Before the passage of this Act, it was 
possible for an award to drag along for _ 
an indefinite period before an effort 
could be made to have it enforced. 
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Section 10. Grounds for vacating 
an award. Wheén'the court may grant a 
rehearing. In either of the following 
cases, the court may order the vacating 
of the award upon application of any 
party to the arbitration: (a) where the 
award was procured by corruption, 
fraud, or undue means; (b) where there 
was evident partiality or corruption on 
the part of the arbitrators or any of 
them; (c) where the arbitrators were 
guilty of misconduct in refusing to 
postpone the hearing when sufficient 
cause for its postponement had been 
shown; also, where the arbitrators have 
refused to hear evidence pertinent and 
material to the controversy, or any 
other misbehavior by which the rights 
of any party had been prejudiced; 
(d) where the arbitrators exceeded 
their powers, or so imperfectly per- 
formed them, that a mutual, final, and 
definite award upon the subject matter 
submitted was not made. 

In the event that an award is va- 
cated and the time within which the 
agreement required the award to be 
rendered has not elapsed, the court 
may in its discretion direct a rehearing 
by the arbitrators. 

As has been pointed out in the dis- 
cussion of arbitration procedure, under 
the rules of the common law and the 
statutory law the courts have held that 
it was necessary that one of the parties 
should be involved in the corruption 
with an arbitrator before there was 
sufficient ground to set an award aside 
on the ground of corruption. This pe- 
culiar ruling of the courts was distine- 
tive to Pennsylvania. Under the new 
Act that doctrine is overruled. ‘The 
provision made by this section for a 
rehearing where there is sufficient time 
remaining is helpful, as it affords the 
parties a second opportunity to have 
men of their own choice decide their 
dispute. 


Section 11. Grounds for a motion to 


modify or correct an award. In any of 
the following cases the court may order 
a modification or a correction of an 
award, upon the application of any 
party to the controversy: (a) where 
there was an evident material miscal- 
culation of figures, or an evident ma- 
terial mistake in the description of any 
person, thing, or property referred to 
in the award; (b) where the arbitrators 
have awarded upon a matter not sub- 
mitted to them—if, however, it is a 
matter not affecting the merits of the 
decision, then the correction cannot be 
made; (c) where the award is imperfect 
in a matter of form not affecting the 
merits of the controversy; (d) where the 
award is against the law and is such 
that, had it been a verdict of the jury, 
the court would have entered a differ- 
ent judgment, notwithstanding the 
verdict. 

In any of these cases the court may 
modify and correct the award, or re- 
submit the matter to the arbitrators. 

Up to this section, the new Pennsyl- 
vania Arbitration Act is almost identi- 
cal with the Uniform Arbitration Acts 
of New York, New Jersey, Massachu- 
setts, Oregon, and California, and in 
principle it is similar to the Federal 
Arbitration Act. However, the pro- 
vision in this section, which allows an 
appeal to the court upon the ground 
that the award is against the law, is 
very different from any of the provi- 
sions in the above mentioned laws. In 
those jurisdictions, an appeal is not 
permitted for a mistake of law or fact. 

At first thought, it might seem that 
too great a latitude is given to the ar- 
bitrators if their award cannot be ap- 
pealed from, even though a mistake of 
law had been made by them. How- 
ever, an examination of section 17 re- 
veals that the parties or the arbitrators, 
or both, have an opportunity to pre- 
vent errors of law arising in the award 
by taking advantage of the provisions 
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of the Declaratory Judgments Act, al- 
lowed in that section. In other words, 
either of the parties or the arbitrators 
may petition the court to rule upon 
questions of law arising in the course of 
the proceedings. The courts are bound 
by section 17 of the Act to decide ques- 
tions of law submitted to them by the 
arbitrators; thus, it is possible to pre- 
vent to a marked degree the possibility 
of errors of law arising in the award. 

With this in mind, it seems that the 
new Pennsylvania arbitration law en- 
ables a dissatisfied party to delay a 
final settlement of the case upon an 
allegation that the award is “against 
the law.” Even though upon deter- 
mination of the appeal by the courts he 
may be unsuccessful, he has, neverthe- 
less, succeeded in delaying a final 
settlement. This was one of the main 
contentions against the use of the Act 
of 1836, as expressed by attorneys 
throughout the state. 

Section 12. How a judgment may be 
entered upon an award. Upon the 
granting of an order confirming, mod- 
ifying, or correcting an award, judg- 
ment shall be entered by the court in 
which the order upon the award was 
made. Under the rules of the common 
law, it was necessary for the party in 
whose favor the award was rendered to 
start an action in court to have the 
award made a judgment. This situa- 
tion meant delay, necessitated by 
awaiting a turn upon the trial list. 
Under the new Act the motion for con- 
firming the award is heard upon the 
next motion day and, if confirmed, 
judgment is immediately entered by 
the court. 

Section 13. Notice of motion to va- 
cate, modify, or correct an award must 
be filed within three months. A notice 
of a motion to vacate, modify, or cor- 
rect an award must be filed in the 
prothonotary’s office of the court in 


which the application i is made, and a 


CoMMERCIAL ARBITRATION: A PracticaL PLAN 2s 


copy of this notice must be served | < 
upon the adverse party within three 
months from the date the award has 
been filed. 
court is empowered to grant a stay of ~ 

proceedings pending the determination 
of the motion. 4 

The provisions of this section are an a 
aid to a speedy determination of the _ 
case, since they prevent a dissatisfied — 
party from appealing after three 
months have elapsed from the rendition 
of the award. 

Section 14. Provisions for filing of 3 
the records of the case—effect and enforce- 
ment of the judgment. ‘This section pro- 
vides that any party to a —— 
for an order confirming, modifying, or 
correcting an award must, at the time 
such order is filed with the prothono- 
tary for the entry of the judgment, 
also file the following papers with the 
prothonotary: (a) the agreement of the _ 
parties to arbitrate; the selection or ap- _ 
pointment, if any, of an additional ar- 
bitrator or umpire, and each written 
extension of time to make the award; 
(b)the testimony, if taken stenograph- 
ically; (c) the award; (d) each notice, 
affidavit, or other paper used upon an 
application to confirm, modify, or cor- 
rect the award, and a copy of each order 
of the court upon such application. 

A provision is made in this section 
that the arbitration shall be docketed 
in the prothonotary’s office as if it were 
an action at law, with the moving party 
as plaintiff and the other party as 7 
defendant. A provision is also made 
that the judgment so entered is to have : a 
the same force and effect as a judgment — vi 
in an action at law, and it may be en-— 


forced as such in accordance with the - 


existing law. 

The purpose of this section is to pro- 
vide adequate means for the recording __ 
of all necessary papers employed in the , 
arbitration proceeding so that a com-— 
plete record of the case will be available q 
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in case of an appeal. Incorporated in 

this section is the provision that a 

_ Judgment obtained in an arbitration is 

7 just as effective as a judgment obtained 

- inany action at law and can be enforced 
_ in the same manner. 

a Section 15. Appeals. 


a An appeal may be taken from an order 
confirming, modifying, correcting, or vacat- 
ing an award, or from a judgment entered 
upon an award in accordance with the 
existing law in respect to appeals to the 
Superior and Supreme Courts. 


Section 16. State and municipal 
contracts are included in the provisions 
of the Act. The provisions of this Act 
apply to any written contract to which 
the Commonwealth of Pennsylvania, 
any subdivision thereof, or any munici- 
pal corporation of the Commonwealth, 
is a party. This section is important, 
since it provides a means whereby the 
Commonwealth of Pennsylvania may 
be compelled to arbitrate a dispute 
arising out of a contract containing an 
arbitration clause, if it is a party 
thereto. Hitherto, the Common- 
wealth could not be compelled to live 
up to an arbitration agreement unless 
the attorney general consented. 

Section 17. When an application 
may be made for a declaratory judgment. 
This section provides that the arbitra- 
tors, or the parties to the arbitration, 
with the approval of the arbitrators, 
have the right to apply to the court at 
any time during the arbitration pro- 
ceedings for the determination of any 
legal question, in accordance with the 
terms of the Uniform Declaratory 
Judgments Act. An application of 
this nature, however, does not operate 
as a stay of proceedings unless the 
arbitrators give their consent. 

This section was made a part of the 
Act, in order to permit the parties or 
the arbitrators to obtain the benefit of a 
ruling of the courts upon questions of 
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law which are not clear to the arbitra- 
tors. Many appeals upon errors of law 
may be prevented if the opinion of the 
courts is sought by the arbitrators, 
Under this section the desire of the 
parties themselves is not sufficient to 
have legal questions determined by the 
courts, as the phraseology of the section 
provides that the approval of the ar. 
biters must be had in order to take 
advantage of the Uniform Declaratory 
Judgments Act. 

The reason for the required approval 
of the arbitrators in such a case is evi- 
dently the fact that an appeal is 
allowed under section 11 (d) in case an 
error of law was made by the arbitra- 
tors. If section 11 (d) were omitted, it 
appears to the writer that it might be 
possible to have an award vacated 
under section 10 (c) if the arbitrators 
refused to permit a question of law to 
be referred to the courts. The lan- 
guage of section 10 (ec) is quite strong, 
as is evidenced by the following 
quotation: 


The court shall make an order vacating 
the award upon the application of any 
party to the arbitration. (c) ... or any 
other misbehavior by which the rights of 
any party have been prejudiced. 


Section 18. Definitions. This see- 
tion provides as follows: 


Wherever the word “‘arbitrators”’ is used 
in this Act, it shall mean a single arbitrator, 
if there be but one, or at least a majority of 
the arbitrators, if there be more than one. 

Except as otherwise specifically indi- 
cated, all references in this Act to the 
courts are to be construed to mean the 
Common Pleas Courts of the county having 
jurisdiction of the parties or the subject 
matter. If prior to the award any Court of 
Common Pleas shall have entertained any 
motion in respect to said arbitration, such 
court shall retain jurisdiction and all sub- 
sequent proceedings shall be filed in said 
court. If there be no proceedings prior to 
the award the arbitrators may in the award 

_ designate the county in which subsequent 
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proceedings shall be had. If the arbitra- 
tors fail to designate such county, and 
there shall have been no prior proceedings, 
the moving party may proceed in the 
county in which (a) the arbitrators made 
their reports, or (b) the county in which 
the other party resides or has an office, or 
(c) the county in which the court would 
have jurisdiction if an action had been 
instituted originally in respect to the 
subject matter of the arbitration. 


Section 19. Inconsistent acts re- 
pealed. Time of taking effect. The new 
Pennsylvania Arbitration Act repealed 
all acts and parts of acts inconsistent 
with it. The legislature provided that 
the new Act should take effect upon its 
enactment, which was April 25, 1927, 
the day that Governor Fisher signed it. 
It has no application, however, to 
any contract made before the date of 
its enactment. The last provision of 
the Act specifies that in case any part of 
this Act is declared to be invalid or un- 
constitutional, the remaining parts are 
nevertheless to remain the valid Act of 
the legislature. 

In concluding, it may be said that the 
new Pennsylvania Arbitration Act is in 
strict accord with other Uniform Arbi- 
tration Acts, as well as with the Federal 
Arbitration Act, except in three in- 
stances. ‘The first, and by far the most 
important difference, lies in the ques- 
tion of the right to appeal upon an 
eror of law. The Pennsylvania Act 
allows such appeal, while the other 
modern and comprehensive acts do not 
permit it. ‘This is a vital difference, 
and from the standpoint of effective 
arbitration it would seem to make the 
Pennsylvania Act somewhat inferior. 
The two other differences are not so 
important. ‘The first is, that under the 
Pennsylvania Act the Common Pleas 
Courts of the various counties are per- 
mitted to make their own rules of 
procedure, so long as they do not di- 
rectly violate the express provisions of 
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the Act. 
referred to, the rules of court dealing 
with arbitration procedure are the same 
throughout the state. Uniformity of 
rules of court naturally tends to pre- 


vent confusion, and would seem to — 


simplify the form of procedure. The 
last difference is a very minor one. 
Under the new Arbitration Act of 


Pennsylvania, it is provided, as has _ 
been pointed out, that the testimony © 


must be taken under oath, while in the 


other jurisdictions previously referred — 


In the other states above | 


to it is possible for the parties to waive __ 


this formality. 
It is a relief to feel that at least a 
great deal of the confusion existing in 


the common law concerning the revo- — 


cability of agreements to arbitrate in 
Pennsylvania will be removed in the 
future as a result of this new and com- 
prehensive piece of legislation. The 
writer also feels assured that as a result 
of the new Act a marked stimulus has 
been given to arbitration conducted by 
the trade associations. 


IV 
Much comment has been made re- 
cently regarding the undue delay 
encountered in bringing an action in a 
court of law. Asa result, persons who 
otherwise might have litigated their 
disputes have resorted to arbitration. 


Since this article was to be mainly con- — 


cerned with the arbitration of commer- | 


cial disputes arising out of contracts, a 
survey was made of the length of time 
involved in litigation of assumpsit 
actions. 
This survey includes data ob- 
tained from three counties in the 
State of Pennsylvania—Philadelphia, 
Allegheny, and Dauphin. In each of 
these counties, the clerk of the Com- 
mon Pleas Court keeps a docket in 
which is entered a complete record of 
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_ the procedure of each case, with a cap- 


tion showing the number of the case 
_and the type of action involved. These 
_ dockets were examined, and one hun- 
dred actions of assumpsit were selected 
at random in each county to be studied 


in a more detailed manner. These 


_ cases had gone to trial before a jury and 
verdict had resulted. 
_ The fact that a verdict has been 
_ rendered by a jury does not, of course, 
always end the litigation of a case. A 
motion may be made for a new trial, 
and the motion is heard at a future date 
_ by the judge who tried the case and 
one or more judges of the same court 
sitting en banc. In that case, one 
month generally elapses before the 
argument on the motion isheard. After 
the motion has been argued, the court 
usually does not announce the decision 
until another month has passed. 

If a new trial is granted, the case is 
again put on the trial list and awaits its 
turn to be tried. If the motion for a 
new trial is refused an appeal may be 
taken to the Superior or the Supreme 
Court, with the result that more time is 
consumed. Should the Appellate Court 
decide that a new trial is proper, the 
case goes back to the lower court to 
await its turn upon the trial list. There 
is no limit to the number of times that a 
case may be appealed and sent back for 
a new trial if errors have been made in 
the trial of the case. The natural! re- 
sult is that much time may be lost and 
a considerable amount of money ex- 
pended before a final settlement is 
reached. 

The following statistics show the 
average length of time spent by the 
parties in the litigation of assumpsit 
actions, from the day the writ of sum- 
mons was issued until final judgment 
was entered: 


Allegheny County—23 months and 7 days 
Dauphin County—22 months and 16 days 
Philadelphia County—25 months and 9 days 


Such a situation is quite astounding, 
but when it is noted that in several 
instances actions which were started in 
September, 1920, were still in litigation, 
it becomes apparent that complaints 
of delay are based on facts, not on 
imagination. 

In order to ascertain the average 
length of time consumed in a litigated 
case, if no appeal had been taken, the 
writer deducted the time spent in ap- 
peals and found the results to be ag 
follows: 

Allegheny County—18 months and 4 days 

Dauphin County—16 months and 23 days 

Philadelphia County—19 months and 21 days 

This detailed survey included an 
examination of three of the most 
densely populated counties of Pennsyl- 
vania. In order to discover the situa- 
tion in the less populated counties, 
where overcrowding of the court 
calendars is less pronounced, similar 
information was requested of the pro- 
thonotary of each county. Although 
every effort was made to elicit satisfac- 
tory replies to this request, only a small 
percentage of these officials furnished 
the desired information. The replies 
received, however, indicated that un- 
due delay is not confined to any par- 
ticular counties, but is _ prevalent 
throughout the state. The average 
length of time necessary to secure a 
judgment in a litigated case is ten 
months, according to the estimates of 
the prothonotaries. 


LitiGATED CASES SUITABLE FOR 
ARBITRATION 


During the examination of the above 
mentioned three hundred assumpsit 
actions the subject matter of each case 
was studied in an attempt to ascertain 
in what percentage arbitration might 
have been satisfactorily employed. 
Before discussing the result of this ex- 
amination, it might be well to point out 
that actions of assumpsit may be 
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divided into three main classes: first, 
those in which the result will be deter- 
mined by the decision of a technical 
question of law; second, those in which 
the decision will depend upon the inter- 
pretation of questions of fact, the ques- 
tion of law being comparatively simple 
and well understood; and third, those in 
which there is a question of law and 
fact, both being fairly complicated, and 
in which the decision depends upon a 
rather thorough knowledge of technical 
legal principles, as well as a clear 
understanding of the facts involved. 
The reader should note, therefore, that 
the decisions in certain types of as- 
sumpsit cases when litigated depend 
chiefly upon the interpretation of the 
facts in the case, while in others the 
facts are admitted, or are fairly cer- 
tain. Under our system of jurispru- 
dence, it is the province of the jury to 
determine questions of fact; whereas 
the judge is to determine the principle 
of law that the jury should apply to its 
finding of facts. But what is meant by 
a question of fact? A simple contract 
case may best illustrate the point. 
Suppose A agrees to manufacture cer- 
tain chairs for B. A provision is made 
in the contract that these chairs are to 
be made from seasoned walnut lumber. 
A delivers the designated number of 
chairs, but B refuses to pay for them 
alleging that they have not been made 
from seasoned walnut lumber. The 


‘ principle of law applicable to this case is 


quite evident, namely, that if the chairs 
were made of seasoned walnut lumber 
according to specifications, then the 
purchaser of the chairs has breached 
the contract and must either accept the 
chairs and pay the contract price, or 
pay the damages which the seller has 
suffered through his refusal to accept 
the chairs. The determination of the 


case depends, therefore, upon the ques- 
tion of fact, namely, were the chairs 


made of seasoned walnut lumber? This 
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question the jury must determine from 
the evidence presented at the trial. 


ARE ARBITRATORS More CoMPETENT 
THAN JURIES? 


In many instances, the principle of 
law that applies to the case is quite 
simple and is known to practically all 
laymen, but in not all of such cases are 
the questions of fact so easily deter- 
mined. Questions of fact may be quite 
complicated, and when such is the case 
the jury’s problem is not an easy one. 
Doubt has frequently been expressed 
by some persons regarding the com- 
petency of lay juries to determine tech- 
nical questions of fact. Those who 
champion the cause of arbitration be- 
lieve that arbitrators selected by the 
parties to the dispute are generally 
more competent to decide such tech- 
nical questions than are juries whose 
individual members are not acquainted 
with the technical and complicated 
facts existing in such cases. 

It is contended that persons who 
provide for the settlement of disputes 
by arbitration generally select arbitra- 
tors who are versed in the questions of 
fact likely to arise in the dispute. 
Arbiters are generally chosen from 
among business men engaged in the 
industry in which the dispute has 
arisen. ‘They are naturally versed in 
trade practices and are familiar with 
the nature of the products in dispute. 
Even in cases in which the facts are not 
technical, it is claimed that arbiters 
selected from among the business men 
in the community are as competent to 
decide such questions of fact as a lay 
jury. 

It is, therefore, contended that in 
cases in which the decision depends 
upon the interpretation of facts, the 
principles of law being well understood, 
arbitrators are generally better quali- 
fied to render a decision than the gen- 
eral run of juries. 
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In cases in which the facts are ad- 
mitted or in which there is little doubt 
as to their interpretation, the decision 
rests upon the principle of law to be 
applied. Ifthe principle of law dealing 
with the case is complicated or doubt- 
ful, then a judge is unquestionably 
better qualified to decide the case than 
are arbiters. This is also true where 
both the facts and the law in a case are 
technical and complicated. 

A careful study of the three hundred 
cases showed that in approximately 
sixty-five per cent of the cases the 
principles of law were comparatively 
simple, the decisions being mainly de- 
termined by the interpretation of the 
facts. This leads to the conclusion 
that approximately sixty-five per cent 
of the cases were as suitable for arbitra- 
tion as they were for litigation, if not 
more so. In the study mentioned, 
preference was, in doubtful cases, given 
to litigation. 


SUMMARY OF Detays IN LITIGATION 


That there are delays in litigation is 
evident. The length of time involved 
depends in part upon the number of 
cases presented to the courts for judicial 
determination. Each court of law can 
only do a limited amount of trial work. 
If there are more cases in a year than 
the court can actually try, the cases not 
reached must await their turn for trial 
the following year. Year after year, 
the number of cases for judicial deter- 
mination increases in number and the 
court calendars steadily become more 
congested. 

There are naturally more cases 
awaiting trial in the more densely popu- 
lated urban counties than there are 
in the more sparsely populated rural 
counties. In the former there is more 
business activity, and therefore more 
disputes. In such counties of Pennsy!- 
vania, the average length of time nec- 
essary for the litigation of contract 


cases is approximately twenty months, 
while in the more sparsely populated 
rural communities, eight to ten months 
isrequired. ‘There is no apparent relief 
in sight. Furthermore, if the number 
of cases presented for trial each year 
continues to increase as it has in the 
past twenty-five years, the outlook for 
the future suggests the probability of 
an increase in the time required for a 
final disposition of disputes by means of 
litigation. 

Where arbitration is resorted to, the 
length of time required is generally 
from one to three months—in some 
cases, less. There is no congested trial 
list. ‘The arbitrators are not employed 
daily, year in and year out, hearing 
cases that have priority because of the 
date of presentation. The parties 
select their own arbiters, and the ar- 
biters, if they are willing to serve, seta 
date at their earliest convenience to 
hear the testimony of the parties, 
There is no requirement that the par- 
ties be represented by legal counsel. 
The trial is informal in character and at 
a time and place convenient to all con- 
cerned. The arbiters, after they have 
heard the evidence, may render an 
award at the completion of the hearing, 
or may await a date in the near future. 
The award, having been rendered and 
having been confirmed by a court of 
law, has the effect of a judgment. 

In those states which have passed the 
Uniform Arbitration Act, the courts are 
required to accept petitions for con- 
firmation of awards on motion day, 
which is at least once a month. Under 
the Uniform Arbitration Act, appeals 
can only be taken where awards have 
been procured by fraud, corruption, or 
the misbehavior of the arbitrators. 

If a large percentage of contract dis- 
putes can be satisfactorily settled by 
arbitration instead of litigation, then 
arbitration does present a means by 
which delay can be avoided in reaching 
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the final disposition of these disputes. 
Furthermore, if cases which are suitable 
for arbitration were arbitrated, it would 
greatly reduce the number of cases 
which each year find their way into 
litigation. Therefore, the congestion 
of the court calendars would be relieved 
and cases not suitable for arbitration 
would in a much shorter time reach the 
courts for judicial determination. A 
considerable saving of time would con- 
sequently result for all concerned. 

In Parts II and III, the procedure 
used in arbitration under the rules of 
common law and under the Pennsyl- 
vania statutes were discussed. Part V 
deals with the relation of commercial 
arbitration to the activities of trade 
organizations. Prior to the passage of 
effective arbitration statutes, there was 
aneed felt by trade organizations for an 
effective method of enforcing agree- 
ments to arbitrate. Since these agree- 
ments could not be effectively enforced 
in the courts, these trade associations 
formulated their own rules and regula- 
tions for such enforcement, and many 
even established tribunals of their own 
to conduct the hearings. There are 
also some trade bodies today which, 
although they do not compel their 
members to arbitrate disputes, highly 
recommend arbitration as a satisfac- 
tory method and afford the machinery 
which members may use if they so 
choose. 


ARBITRATION AS PRacTICED BY TRADE 
ASSOCIATIONS 


Up to this point, the subject of com- 
mercial arbitration has been treated 
from the standpoint of the procedure in 
foree under the rules of the common 
law or under the provisions of the 
various state statutes. Another type 
of procedure exists in the form of arbi- 
trations conducted under the rules and 


regulations of various tradeassociations _ a 


located within the various states. 


A number of bodies, trade associa- _ 
tions, exchanges, or chambers of com- — 
merce maintain what are termed 


arbitral tribunals. An arbitral tribu- 
nal need not meet every day of the 
week, nor even at any given intervals; 
nor need it have the same judge every 
time it meets. It may not even have 
a definite meeting-place, although this 
is generally one of its chief charac- 
teristics. 

The working of an arbitral tribunal 
usually revolves about the activities of 
an executive of the association which 
maintains the tribunal—a man who 
undertakes to supervise and to guide 
the arrangements for arbitrations. 
Furthermore, nearly every arbitration 
tribunal has adopted a set of rules and 
regulations governing the conduct of 
its arbitrations. 
compiled as a result of long experience, 
and they insure proper procedure under 
the law of the state in which the tri- 
bunal is situated. For example, C and 
D have a dispute. They decide to 
have their dispute arbitrated by one of 
the arbitral tribunals of their city. C 
and D go to X, the secretary of their 
chosen tribunal, and describe the de- 
tails of the dispute to him. He imme- 
diately furnishes a submission form 
which is properly filled out and signed 
by the parties. In the event there has 
been no previous agreement in writing 
to arbitrate, this submission provides 
the legal evidence of the agreement to 
arbitrate. As a result of the signed 
submission, either party may by law 
enforce the agreement. 

If the parties had not presented 
their case to an organized tribunal, 
they might have neglected to sign 
such a submission. Assuming they 
had failed to sign the submission and 
had conducted an informal arbitra- 
tion of their dispute, and assuming 
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that the award had been rendered 
against C, he might have felt that 
since he was the loser he would not 
abide by the award. When D peti- 
tioned the court to enforce the award, 
he would have found that the court 
would not lend its aid in the absence of 
a legally enforceable agreement to ar- 
bitrate. The failure of the parties to 
sign the submission deprived the agree- 
ment of enforceability by law. It is of 
the utmost importance to follow out the 
established requisites in the various 
steps of an arbitration proceeding. 
These requisites are known to organ- 
: ized tribunals, and parties desiring to 
arbitrate under the auspices of such 
- tribunals are properly informed con- 

cerning such matters. 


KNOWLEDGE OF LEGAL REQUIRE- 
MENTS HELPFUL 


As it is part of the duty of those in 
; charge of any organized arbitration 


tribunal to be familiar with the legal 
- requirements governing the conduct of 
_ arbitration, it is advisable for those 
a: unfamiliar with these requirements to 
consult an organized tribunal. To 
a submit a dispute to such a tribunal 
Le means to abide by its rules. This, 
however, is generally desirable as most 
tribunals are conducted on the basis of 
complete impartiality and their rules 
are dictated by experience, with a view 
to afford maximum efficiency in the 
conduct of the arbitration. A cer- 
tainty of the legality of the procedure 
thereby results. If the rules of an 
organized tribunal are in some degree 
-- unfitted to the needs of a particular 
case, it is sometimes possible to have 
the body in charge waive those rules 
__ which are in conflict with the mutual 
desires of the parties, so long as the 
changes do not affect the legality of the 
arbitration. 
There are two main types of arbitra- 
tion tribunals, the trade or exchange 
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tribunal, and the general or chamber of 
commerce tribunal. 

Trade or exchange tribunals are gen- 
erally maintained by trade organiza. 
tions whose scope is limited to a par. 
ticular commodity or to a particular 
type of transaction. Typical examples 
of tribunals of this nature are found in 
the various stock or produce exchanges 
of the country and in various trade 
associations.24. Thus, the New York 
Coffee and Sugar Exchange maintains 
an arbitration tribunal which hears dis- 
putes arising out of the purchase and 
sale of coffee and sugar in large lots on 
the exchange. The American Spice 
Trade Association has an arbitration 
board to which disputes arising in the 
purchase and sale of spices and essen- 
tial oils may be brought for settlement. 
The New York Cotton Exchange set- 
tles disputes arising among its members 
in regard to cotton transactions. Like- 
wise, the Grain Dealers National Asso- 
ciation maintains a tribunal for the 
benefit of its members. 


PROCEDURE OF CuIcAGO REAL Estate 
Boarp 


The procedure used by the Chicago 
Real Estate Board is a typical example 
of that used by many trade associa- 
tions. Briefly, it is as follows. The 
Board maintains a standing Reference 
and Arbitration Committee of five 
members elected annually by the 
Board. ‘The Committee considers any 
dispute referred to it by the Board of 
Directors, the President, the Secretary, 
or any member, when the controversy 
concerns business matters between 
members or between a member and a 
client. Disputes concerning the divi- 
sion of commissions between members, 
or between members and non-members, 
are also subject to arbitration. The 
Committee also has jurisdiction over 


21M. H. Grossman, Commercial Arbitration, 
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complaints concerning unethical con- 
duct of members, and is authorized to 
fix the penalties, provided, however, 
that appeal from the penalty of ex- 
pulsion may be taken to the Board of 
Governors. The Committee is also 
authorized to dismiss cases, and it may 
decline to take action, where, in its 
opinion, there is no merit in the con- 
tention of the party submitting the 
claim. There is no charge for the 
arbitration service. Hearings are held 
at the offices of the Real Estate 
Board. 

Rules governing the procedure for 
the Reference and Arbitration Com- 
mittee are -prescribed in the by-laws. 
They provide for the signing of a 
standard arbitration agreement by each 
party; for the regulation of its own pro- 
cedure by the Committee, which is not 
to be bound by legal rules of evidence; 
for oral hearings, and for stenographic 
records to be made in the discretion of 
the Committee; for representation of 
parties by counsel, if they so wish; and 
for the admission to the hearings of the 
attorney of the Board who is to give 
such assistance as may be necessary. 
Awards are rendered in writing over the 
signatures of the arbitrators, a majority 
being necessary for an award, which is 
final and binding and must be complied 
with within ten days. No provisions 
are made for appeal. Failure to abide 
by a decision within the time specified 
subjects the defaulting party to expul- 
sion, after a hearing before the com- 
mittee has established the fact of his 
failure. 

The maintenance of an arbitral tribu- 
nal by a trade association or exchange 
indicates that such a body has devel- 
oped a certain amount of trade con- 
sciousness, which they have translated 
into terms of self-regulation by provid- 
ing an extra-judicial method of settling 
disputes arising among their members. 
The ordinary trade or exchange tribu- 
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nal is limited to a narrow range of 
disputes. 


Another type of trade association 
arbitration is found where there are 
several trade associations whose mem- 
bers buy and sell among themselves. 
In order to arbitrate disputes arising 
out of transactions of this nature, it is 
necessary to establish joint or inter- 
trade tribunals. 

For example, there exists today in 
New York City a joint tribunal main- 
tained by the National Association of 
the Fur Industry and the American Fur 
Merchants Association. To this tribu- 
nal may be submitted any dispute to 
which members of either organization 
are parties. Another example of an 
intertrade tribunal is that maintained 
by the Federation of Graphic Arts in 
New York City. A standing arbitra- 
tion committee of fifteen members set- 
tles the dispute for this organization. 
This tribunal is composed of members, 
each of which represents a different 
branch of the printing trade. Thus, 
there is on this board one man repre- 
senting the job printers, another rep- 
resenting the engravers, another the 
lithographers, another the paper trades, 
and so on. Any case coming before 
this tribunal for arbitration is assured 
of expert adjudication of the technical 
problems involved. Its scope is broad 
enough to include any dispute arising 
out of a contract for the original paper 
and printer’s ink to the final product as 
sold by the printing jobber. 

A splendid example of the value of 
intertrade tribunals is found in the joint 
arbitration board established and main- 
tained by the National Association of 
Importers of Hides and Skins and the 
Tanners Council of America, Incorpo- 
rated. Prior to the establishment of 
this board both organizations had their 
own tribunals. This resulted in the 
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failure to arbitrate many cases, because 
in a dispute between an importer and a 
tanner each would insist upon having 
the case arbitrated before his own tri- 
bunal. An impasse was thus created 
which prevented a settlement. The 
establishment of the intertrade tribunal 
prevented further difficulties in the 
choice of a suitable tribunal. Similar 
experiences have made necessary the 
establishment of intertrade bodies 
among other associations allied in 
business relationships. 


‘= VARIATIONS IN ORGANIZATION 


The organizations of trade bodies 
differ greatly. Some are organized to 
include all persons doing a similar 
business in a given locality. Others 
only include a few of those persons 
engaged in a kindred business. The 
former type of trade association is best 
illustrated by the New York Stock 
Exchange. This organization is com- 
posed of all who transact business upon 
the floor of the Exchange. Through 
years of experience, it has been found 
that differences arising between mem- 
bers of the Exchange can be most 
efficiently settled by means of arbitra- 
tion. For many years the Exchange 
has effectively enforced a system of 
compulsory arbitration among its mem- 
bers and the awards are enforced with- 
out resort to the courts of law. Any 
member refusing to obey an award 
thereby forfeits his right to trade 
upon the floor of the Exchange. It is 
said that there has not been a case 
involving litigation between members 
of the New York Stock Exchange for 
many years. This is an excellent 
example of business organized in iron- 
ing out its own difficulties in a manner 
highly satisfactory to all concerned. 

The effectiveness of trade associa- 
tions is dependent upon two factors: 
first, upon the number of businessmen 
in the trade who are members of the 
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association; second, upon the service 
rendered by the association to its 
members. The greater the number of 
business men in the trade who are 
members, the greater the control the 
association will have in raising the 
ethics and standards of the trade, 
The greater the service rendered to 
members, the greater will be the de- 
mand for membership in the associa- 
tion. Arbitration of trade disputes 
may well be considered as a distinct 
service which any trade association 
may extend to its members. Many 
trade associations have come to the 
realization that business can best be 
regulated from within the ranks of 
the trade and, therefore, that the 
settlement of trade disputes can be 
best accomplished by arbitrations con- 
ducted under the auspices of trade 
tribunals. 

Trade organizations which have 
adopted the principle of arbitration 
have followed one of two courses. 
First, they have provided that all dis- 
putes arising between members must 
be submitted to an arbitration com- 
mittee of the association. Where this 
method is followed an arbitration clause 
is usually inserted in the standard 
contract, if such a contract is in use. 
If a standard form of contract is not 
used, the by-laws of the association 
stipulate that all disputes arising be- 
tween members must be submitted 
to an arbitral committee of the as- 
sociation. Second, they have pro- 
vided a tribunal to which members 
may submit disputes arising between 
themselves. This leaves the members 
free to arbitrate their differences if they 
so choose, but does not compel them 
to do so. In some associations where 
the voluntary method is employed, a 
recommendation is made to the mem- 
bers to insert an arbitration clause in 
their standard contracts. Arbitration 


is thus encouraged, but not required. 
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CHAMBER OF COMMERCE TRIBUNALS 


As has been observed, the trade or 
exchange organizations have provided 
tribunals which deal generally with 
disputes covering a narrow range of 
subjects. These disputes arise out of 
transactions in a certain commodity 
and within a certain trade. As con- 
trasted with this type of tribunal, the 
chamber of commerce type should be 
noted. The latter is usually main- 
tained by an organization of widely 
diversified interests. It is an organiza- 
tion composed of business men of all 
trades and from all walks of life. Its 
tribunals are open to all members, 
irrespective of their trade, and in many 
instances they are open to all business 
men, even though they are not mem- 
bers of the organization. This tri- 
bunal, then, is one to which almost 
any person can bring almost any kind 
of dispute for arbitration, provided 
the other party to the dispute is willing 
to arbitrate. 

There are certain types of disputes 
which are especially well adapted to 
settlement by a chamber of commerce 
tribunal. The most important are 
disputes between persons engaged in 
trades which bear no relation to each 
other and, therefore, have no common 
intertrade tribunal to which their 
dispute can be submitted. From the 
panel of arbitrators, composed of 
business men from all trades, the 
parties may each readily choose one 
familiar with his own trade customs, 
and the two so chosen may select a 
third. Thus, a tribunal familiar with 
the customs of both trades is available 
to the parties. 

Another advantage existing in cham- 
ber of commerce tribunals is their 
readiness to settle disputes for parties 
who do not belong to trade associations 
or who are not members of the chamber 
of commerce. Thus, a tribunal is 
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afforded to all persons who are desirous 
of arbitrating a dispute, so long as they 
agree to abide by the arbitration rules 
of the chamber of commerce to which 
they have taken their dispute for 
settlement. In this connection, it 
might be well to state that the parties 
must agree to abide by the award be- 
fore the facilities of a chamber of com- 
merce tribunal become available for 
their use. As a general rule, tribunals 
of this nature render their services 
either gratuitously or for a nominal fee. 


EXTENSIVE Usk or TRIBUNALS 
DESIRABLE 


It is to be regretted that a more 
general use has not been made of the 
chamber of commerce tribunals. The 
reason for this is, in the main, the 
indifference of the American business 
man toward the amicable settlement 
of his disputes. Arbitration is most 
effective in those trade bodies which 
compel their members to arbitrate all 
disputes. It is used to a considerable 
extent in trade organizations which do 
not make it compulsory, but which have 
established arbitration boards and 
have urged their members to submit 
disputes to these bodies. The cham- 
bers of commerce not being organiza- 
tions confined strictly to trade lines 
can at best furnish a tribunal open to 
its members, but with no means of 
compelling arbitration. Its sole ap- 
peal for arbitration is to a hetero- 
geneous group of business men who 
rarely have business dealings with one 
another. 

Business men who are not members 
of the chamber of commerce can only 
be reached by demonstrating to them 
the advantages to be gained by an 
amicable settlement. This appeal only 
reaches a comparatively small per- 
centage of the business community, 
and is none too thoroughly understood 
even by them. There is no motivating 
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force to induce persons of this character 
to arbitrate, as there is in a well or- 
ganized trade association. A move- 
ment directed toward the education 
of the business community as a whole 
to the advantages of arbitration is 
necessary before chamber of com- 
merce tribunals will be extensively 
used. 

Before leaving the subject of cham- 
ber of commerce tribunals, mention 
should be made of the efforts and suc- 
cess acquired by the Chamber of Com- 
merce of the State of New York. At 
the first meeting of this organization 
in 1768, a resolution was passed creat- 
ing a committee on arbitration. From 
that date on to the present time, the 
Chamber of Commerce of the State of 
New York has maintained a pane! of 
arbitrators and has kept its portals 
open to those of the business commu- 
nity who have wished to settle their 
disputes in an amicable manner. At 
the present time it maintains a panel of 
arbitrators numbering about six hun- 
dred and fifty and composed of business 
men from almost every type of trade. 
A forum is thus maintained to which 
conflicting interests may appeal when 
they do not care to seek the aid of a 
trade association. Non-members, as 
well as members, may use its arbitral 
facilities. 

The procedure adopted by this 
organization has served as a model to 
many general, as well as trade, associa- 
tions throughout the country. Much 
credit is due to the Chamber of Com- 
merce of the State of New York for 
the assistance that it has rendered in 
disseminating information concerning 
the use and application of arbitral 
procedure. The support it has given 
to the arbitration movement has un- 
doubtedly had considerable weight in 
the passage of favorable and effective 
legislation both in State and Federal 
legislatures. 
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THE AMERICAN ARBITRATION Asso- 
CIATION 


Another organization which deserves 
a considerable amount of credit for 
the part which it has played in the 
furtherance of the arbitration move- 
ment is the American Arbitration 
Association. It has functioned along 
three distinct lines: as an educational 
body, as a service organization, and as 
a practical arbitral tribunal. 

As an educational body, its purpose 
is to collect and to publish information 
concerning commercial arbitration. As 
a service organization, it assists trade 
bodies in drafting arbitration rules and 
trade agreements and in the installa- 
tion and improvement of arbitral 
machinery. It has taken a foremost 
place in advancing arbitration legisla- 
tion so that trade associations and the 
business community generally may 
benefit by effective arbitration statutes. 
Uniform arbitration legislation has been 
one of the main goals of this association. 
Finally, it maintains a practical arbitral 
tribunal to which individuals, firms, cor- 
porations, and trade bodies may bring 
disputes for settlement by a speedy, 
just, and inexpensive method. 

The Association has a membership of 
approximately nine hundred individ- 
uals, firms, and corporations. There 
are, also, approximately three hundred 
trade and professional organizations 
throughout the United States which 
have become affiliated with it. It has 
an Arbitration Committee, composed 
of seven members, who have supervi- 
sion over the conduct of arbitrations, 
the selection of arbitrators, and any 
questions of policy that may arise. 

The Association maintains arbitral 
facilities for the settlement of contro- 
versies among its members and for 
members of trades which provide no 
such machinery, as well as between 
members of different trades having no 
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joint facilities. It also arranges with 
national and local associations to con- 
duct their arbitrations. Such arrange- 
ments have been made with the Actors’ 
Equity Association, the Dramatists’ 
Guild of the Authors’ League of America, 
and the New York Building Congress. 

For the purpose of conducting arbi- 
trations the Association has appointed 
a national panel of arbitrators who are 
available not only for service on its 
own tribunal, but who may be called 
upon to serve in arbitrations conducted 
by other organizations. This panel is 
selected on the basis of the character of 
its members and the position held by 
them as experts in their several fields. 
In matters involving legal questions, 
jurists and members of the bar may 
serve as arbitrators. They may also 
serve in other cases. The arbitrators 
are selected from this panel by the 
parties. If some highly qualified per- 
son is not a member of the panel, 
the Association will at the request of 
the parties, invite him to serve as 
arbitrator. Arbitrators receive remu- 
neration only when the arrangement is 
voluntarily entered into between them 
and the parties. 

There are hundreds of trade associa- 
tions throughout the United States 
which have established rules and regu- 
lations concerning the settlement of 
disputes by arbitration within their 
own association. Many of these as- 
sociations have established tribunals of 
their own. Some of the trades which 
have well-organized systems of arbitra- 
tion may be profitably reviewed. 
Those which will be described are by 
no means a complete list, but are rep- 
resentative examples of some of the 
most important. 


Tue Morion Picture INpustry 

Of the various industries of the 
United States which have risen to full 
growth in a comparatively short period 
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of time perhaps the motion picture 
industry heads the list. Much of the 
success of the motion picture industry 
in America has been due to the excel- 
lence of the organization known as the 
Motion Picture Producers and Distrib- 
utors of America, Incorporated. This 
organization is composed of the leading 
producers and distributors of motion 
pictures. 

The motion picture theater owners 
have an organization known as the Mo- 
tion Picture Theater Owners of Amer- 
ica. Experience in the industry showed 
that the vast majority of disputes 
arose between the distributors of mo- 
tion pictures and the exhibitors—the 
theater owners. These disputes were 
so numerous that a speedy and inex- 
pensive method of settlement was 
imperative. To this end the Motion 
Picture Producers and Distributors of 
America, Incorporated, sought to pro- 
vide for arbitration by means of a 
Standard Exhibition Contract, which 
contained a compulsory arbitration 
clause. This contract was jointly 
agreed upon by both the Motion 
Picture Producers and Distributors of 
America, Incorporated, and the Motion 
Picture Theater Owners of America. 

For the enforcement of the terms of 
the Standard Exhibition Contract, 
boards of arbitration were established 
in those cities in which Film Boards of 
Trade were located. Such boards con- 
sist of six persons, appointed for 
periods of three months. Three of the 
members of the board are selected from 
among members of the Film Board of 
Trade, and represent the distributors. 
The other three members are selected 
from among the proprietors or man- 
agers of motion picture theaters in the 
territory of the Film Board of Trade. 
The vote of a majority of the members 
of the board is necessary to make an 
award. In the event of a tie vote, a 
seventh arbiter, who is not interested | 
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in motion picture business, is appointed 
by the board. 

These boards of arbitration have 
power to hear and determine all! dis- 
putes arising out of the breach of the 
Standard Exhibition Contract. In the 
event that an exhibitor either refuses 
to arbitrate a dispute or refuses to 
comply with an award, the arbitration 
board is empowered to compel such 
exhibitor to deposit a sum of money not 
to exceed five hundred dollars with the 
distributor until the order to arbitrate 
has been obeyed. The board of arbi- 
trators receives no fee for its services. 
It has been found that practically all 
disputes in this industry are settled 
within a period of from thirty to sixty 
days. An inexpensive and speedy 
method of settlement of disputes has 
thus been furnished to persons conduct- 
ing business in this industry, and at the 
same time the business standards of the 
industry have been raised. 


Tue Grain, Hay, anp SEED TRADES 


Arbitration is a prime factor in the 
business life of those who are dealers in 
various grains. In 1901, the Grain 
Dealers National Association intro- 
duced the practice of arbitration into 
this trade. This organization is na- 
tional in scope and has incorporated 
within it nineteen affiliated organiza- 
tions. The procedure has been emi- 
nently satisfactory. Approximately 
thirteen hundred cases have been dis- 
posed of by arbitration. 

Not only has the Grain Dealers 
National Association supported arbi- 
tration in theory, but it has been one of 
those associations which has developed 
to the point of being self-regulatory. 
The by-laws provide for compulsory 
arbitration of all disputes, and for 
the failure or neglect on the part of 
any member to submit to arbitration 
or to abide by an award provision is 
made for his expulsion from the asso- 
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ciation. The compulsory feature has 
been found to work very satisfactorily 
and with the rather significant effect of 
greatly reducing the number of dis- 
putes which have arisen. 


Foop InpusTRIES 


Great progress has been made by 
arbitration in the food industries, 
not only in the individual trades, but 
in intertrade arbitration as well. In 
the fruit and vegetable trades a system 
of standard rules and definitions of 
trade terms has been adopted. This 
system includes provision for arbitra- 
tion. In 1913, the National Whole- 
sale Grocers Association, the National 
Food Brokers Association and the 
National Canners Association jointly 
established a system for the arbitration 
of disputes arising between members 
of each association. The system is 
known as the National Uniform Plan 
of Arbitration. Under this plan, a 
standard type of contract containing 
an arbitration clause is strongly and 
successfully recommended to the mem- 
bers for their use. 

Importers of articles of food have 
also joined in the arbitration move- 
ment. The American Spice Trade 
Association, for example, has estab- 
lished a very complete system of rules 
and regulations for the compulsory 
arbitration of disputes in that trade. 
Various other associations, including 
the Green Coffee Association, the 
National Coffee Roasters Association, 
the Cocoa Merchants Association of 
America, Incorporated, the National 
League of Commission Merchants of 
the United States, the American Fruit 
and Vegetable Shippers Associations, 
and the Interstate Milk Producers 


Association, have adopted arbitration. 


Tue INpuUstTRY 


Arbitration in the silk industry 
centers in the Silk Association of 
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America. This Association was organ- 
ized in 1872, at a convention attended 
by forty-three silk firms in New York 
City. 
over four hundred and sixty, including 
the following divisions of the trade: 
raw silk importers, dealers and brokers, 
commission throwsters, manufacturers 
of sewing silks and twists, broad silk, 
ribbons and hatbands, laces, nets and 
veilings, knit goods and glove silks; 
skein dyers, piece dyers; printers and 
finishers; manufacturers of silk ma- 
chinery and supplies; manufacturers’ 
agents and commission merchants; 
commission warpers and _ winders; 
manufacturers of woven labels, hosiery, 
spun silk, velvets, tie silks, and thrown 
silks; rayon manufacturers; and ware- 
housemen. The following among 
these divisions are organized and have 
their own executive committees: raw 
silk importers, commission throwsters, 
manufacturers of sewing silks and 
twists, broad silks manufacturers, rib- 
bon manufacturers, makers of glove 
silk fabrics,woven label manufacturers, 
spun silk manufacturers, and dealers 
in thrown silks.” 

The Association recommends a uni- 
form arbitration clause for silk con- 
tracts. The use of this contract is not 
compulsory, but the records of the 
Association show that the clause is 
widely used. The raw silk, broad silk, 
commission throwing silk, spun silk, 
and thrown silk divisions of the Asso- 
ciation carry standard arbitration 
clauses in their contracts, and their 
individual rules provide for arbitration. 

The Silk Association of America 
issues a monthly publication, The Silk- 
worm, which contains articles and re- 
plies to questions concerning arbitra- 
tion and other statements of interest 
on the subject. The Association also 
publishes an Annual Report which con- 


"1927 Yearbook on Commercial Arbitration, 
p. 772. 
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It now has a membership of. 


tains a report of its activities, as well 
as summaries of the arbitral awards 
rendered. In addition, the Association 
has issued an Arbitration Manual con- 
taining the texts of the by-laws govern- 
ing arbitration, the standard arbitra- 
tion agreement, rules for the conduct 
of arbitrations, the New York State 
Arbitration Law, and the United 
States Arbitration Act. The Associa- 
tion has a codified set of trade prac- 
tices, which clearly define the standards 
of quality and the terms used and 
which is published by the Association 
for the guidance of arbitrators in rend- 
ering awards. 

The record of the Association from 
1900 to 1928 indicates that approxi- 
mately two million dollars has been 
involved in cases brought to the Asso- 
ciation. The sums involved vary from 
forty dollars to five hundred and fifty 
thousand dollars. Not more than five 
of all the arbitrations that the Associa- 
tion has conducted have been appealed 
to the courts. The type of questions 
which have been submitted to the As- 
sociation for arbitration cover a wide 
range, from disputes arising over pay- 
ments and deliveries, to those concern- 
ing defects in goods, quality of finish- 
ing, printing, shortages, and delays. A 
number of the disputes are inter- 
national in character, involving raw 
material markets in the Far East and 
in Europe. In such instances the for- 
eign firm designates a representative in 
New York to act at the hearings. The 
Silk Association of America has thus 
built up a structure which is of primary 
importance and value to the silk trade 
not only of the United States, but also 


of the world. a 
Tue LEATHER 


In an industry with interests so di- 
versified as that of the leather trades, it 
was essential to establish an intertrade 
body that could assume jurisdiction 
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over the various disputes. The four 
main divisions of the industry comprise 
the tanners of leather, the manufac- 
turers of tanned leather, the whole- 
salers, and the retailers. Each of these 
main branches has organized its own 
trade body. There exist the Tanners 
Council of America, the National Boot 
and Shoe Manufacturers Association of 
the United States, Incorporated, the 
National Association of Shoe Whole- 
salers of the United States, and the Na- 
tional Shoe Retailers Association. The 
business dealings in this industry are 
carried on between the members of one 
association with those of another. It 
would be unsatisfactory, therefore, for 
any one association to handle an arbi- 
tration when one of its members and 
the member of another association were 
disputants. This resulted in the for- 
mation by the above-mentioned four 
main associations of the Council of 
Arbitration of the Shoe and Leather 
Industry. 

This Council is composed of the 
president of each of the four associa- 
tions and a secretary. When a dispute 
arises which the parties desire to arbi- 
trate, they inform the secretary of the 
Council. The secretary then advises 
them to agree upon the number of 
arbitrators who are to hear the case and 
recommends that each submit the 
names of the arbitrators. The Council 
must approve the arbitrators selected 
before they are competent to serve. 
Upon the Council’s approval being 
granted the arbitration is then con- 
ducted, the arbiters submitting their 
report to the Council. The Council 
then surveys the award, and if found 
satisfactory it is approved; otherwise it 
is rejected. 

The arbitrators who hear the dispute 
do not receive a fee, nor does the Coun- 
cil charge a fee for the services which 
it renders. An inexpensive method is 
thus provided for the settlement of 
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disputes which the members volunta- 
rily submit for settlement. Further- 
more, strict supervision of awards is 


-provided and the disputants are as- 


sured both fair and impartial decisions 
in the matters submitted. 

Despite the large number of tribu- 
nals which are now in existence, the 
arbitration movement has not nearly 
reached the highest point in its de- 
velopment in the United States, even 
though it has been possible to arbitrate 
commercial disputes in this country for 
over a period of one hundred and fifty 
years. The average business man has 
not been fully acquainted with its 
workings and, accordingly, has not 
found occasion to take advantage of 
its benefits. The movement of educa- 
tion has just started. Every day new 
organizations are providing arbitration 
facilities. There is a constant increase 
in the number of business men who, 
after obtaining a thorough understand- 
ing of the nature of this institution, 
refuse to expose themselves to the ex- 
pense and the delay of litigation, and 
submit their disputes to arbitration, 
the twentieth century method of iron- 
ing out business disputes. 

Trade arbitration has been handi- 
capped in many states by the fact that 
agreements to arbitrate have not been 
sufficiently protected by statutes and 
have been held by the courts to be revo- 
cable. In those states, the law gave 
trade associations only limited power 
of enforcing awards. Their only ef- 
fective weapon was to threaten expul- 
sion from the association for failure to 
abide by the award. This resulted 
merely in a question of the advantage 
to be gained by a member from further 
connection with the particular associa- 
tion. In such strongly organized as- 
sociations as the New York Stock 
Exchange the desirability of maintain- 
ing membership induced members to 
obey the awards. In associations 
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ta- where membership was not so impera- 
er- tive, a member who did not believe 
is that he would benefit by remaining in 
as- the organization would refuse to abide 
ns by an award that had been found 
against him and would suffer expulsion. 
yu- This system hampered effective trade 
the association arbitration. However, the 
rly passage of the new Uniform Arbitration 
de- Act by the states previously mentioned 
en has firmly established effective trade 
ate arbitration in those states. 
for 
ty VI 
| Upto this point, the practice of arbi- 
its tration has been discussed from the 
ot standpoint of the methods which are in 
of actual use. A short survey of some 
-a- of the effects of arbitration upon 
ew standards in the conduct of business 
on may not be amiss. 
se Commercial arbitration arises out of 
10, a relationship between people doing 
id- business with one another. Because of 
mn, the complexity and magnitude of 
2X- modern business enterprises, a natural 
nd tendency toward self-preservation has 
mn, caused a feeling of duty to arise among 
n- those who have at heart the best in- 
terests of business. This is evident in 
di- the development of business codes of 
at ethics. 
en 
nd Errect oF ARBITRATION ON BUSINESS 
0- STANDARDS 
ve Everyone realizes that misunder- 
er standings are bound to arise in business 
of - dealings. When a dispute does occur 
il- there are three possible courses which 
to may be taken. First, it may go un- 
ed settled. This is not satisfactory, as it 
ge means that one of the parties must suf- 
er fer a loss while the other gains from a 
a- breach of duty. It is quite probable 
S- that the person suffering what he deems 
ck an unjustified loss will bear a consider- 
n- able resentment toward the one whom 
to he deems at fault. The result is that 


future business dealings of these parties 


ComMERCIAL ARBITRATION: A PracticaL 


279 


will be few and far between. If these 
individuals do enter into future busi- 
ness relationships it is likely that the 
injured one will await an opportunity 
to square the account. At best, the 
standards of business are lowered as a 
result of this course. Second, the one 
who feels that he has been injured by 
the breach of contract on the part of 
the other may litigate the case. To- 
day such a procedure is tedious and 
expensive. From one to three years 
may elapse from the time that the ac- 
tion at law has been started until a final 
judgment is rendered. During this 
time necessary witnesses may die or 
move from the jurisdiction. 

In the event that he wins his case, 
damages in the form of money are not 
available to the injured party for use in 
his business during the period of litiga- 
tion. This is an unfair hardship which 
he must suffer when he has not been the 
one at fault. It is quite probable that 
enmity has been incurred which will 
prevent future dealings. In litigation 
the court room has often been referred 
to as the battle-ground of contending 
parties, each supported by an array of 
legal talent and numerous witnesses. 
The judgment once obtained is far 
from constituting a treaty of peace and 
a guarantee for future friendship. 

The facts in the case may be of a 
technical nature which a jury of twelve 
disinterested, and for the purpose, un- 
informed men may not understand. 
Many cases turn upon the correct 
understanding of the facts. If the ex- 
pert witnesses who testify are not able 
to make the lay jury comprehend the 
technical distinctions in the facts in- 
justice may likely result. 

The expense in litigating a case is 
considerable. There are filing fees, 
fees for the issuance of writs, witness 
fees, and attorney fees. If the amount 
of the claim is small the expenses may 
equal it. A common expression con- 
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cerning the litigation of smal! claims, 
that the winner is very often the loser, 
is a paradox too often true. The result 
is that the successful litigant may have 
little more than the satisfaction of know- 
ing that the court has agreed with him. 

The third course that the injured 
party may follow is to effect an ami- 
cable settlement. Conciliation, media- 
tion, or arbitration are the three most 
prevalent methods of amicable settle- 
ment. Conciliation and mediation 
tend toward compromise, rather than 
a settlement on the merits. Arbitra- 
tion appears to be the most satisfactory 
method to pursue in order to reach an 
amicable settlement on the merits. 

If the parties have inserted an arbi- 
tration clause in their contract at its 
inception, then in the states which have 
adopted effective arbitration statutes 
the injured party may demand that the 
case be arbitrated and the law courts 
will compel the other party to arbitrate. 
If, however, no provision for arbitra- 
tion has been made in the contract the 
injured party may proceed to obtain 
the consent of the other party to arbi- 
trate. If that consent can be obtained 
the parties should signify in writing 
their willingness to have the cause de- 
cided by arbitrators. This agreement 
is termed the “submission,” and is 
legally binding upon the parties in 
those states which have adopted the 
Uniform Arbitration Act. 


ADVANTAGES OF ARBITRATION 


The next step in the proceedings is 
the naming of arbitrators. Arbiters 
having been chosen, the parties then 
proceed on the appointed day to pre- 
sent their case. Almost invariably the 
procedure is informal and _ technical 
legal rules of evidence are not used. 
The hearing having been concluded, 
the arbiters make an award in writing. 
The successful party presents this 
award to the law court of original juris- 


diction in the county in which the ar- 
bitration has been conducted, and peti- 
tions the judge to confirm it. The 
judge, upon being satisfied that the 
arbiters have not exceeded the scope of 
their authority and that there has been 
no fraud or impartiality, will confirm 
the award. Such a confirmation gives 
an award the same effect as a final 
judgment, and it may be so recorded. 
It has been found in practice that set- 
tlements by this procedure are usually 
effected in from thirty to sixty days 
from the time the dispute has arisen. 
A considerable saving of time, which 
also means a saving of money, has 
thereby been made possible. 

It has also been found that where 
arbitration has been employed the 
future business relationship of the 
parties has seldom been disturbed. 
The dispute may have arisen out of a 
natural and reasonable difference in the 
interpretation of a contract. At the 
time that the difference arises both 
parties are not infrequently willing to 
admit that there is something which 
may be said for the other side. By an 
informal presentation of their respective 
views at the hearing which usually 
takes place within a comparatively 
short time after the inception of the 
dispute, the parties are very likely to be 
in a more receptive frame of mind than 
if the same dispute had dragged through 
several years of litigation. The result 
is usually found to be that these parties 
will continue to deal with each other 
in the future. If this is true, arbitra- 
tion certainly offers a decided advan- 
tage over litigation. 

By far the greatest number of con- 
tracts are of a commercial nature. 
They are chiefly contracts between 
manufacturers and wholesalers, be- 
tween manufacturers and jobbers, be- 
tween jobbers and retailers, between 
brokers and dealers in cotton, steel, 
iron, wool, lumber, produce, cloth, 


© 


DEMY 


P 
i a 
tl 
ir 
q 
al 
tl 
L 
fc 
el 
sl 
ti 
ce 
t 
tl 
bi 
| cl 
al 
tk 
ti 
in 
it: 
W. 
ne 
th 
ac 
in 
as 
fa 
CO 
in 
ra 
D 
ar 
sh 
sit 
qu 
tic 
sy 
oc 
| ce 
nc 
pr 
; th 
th 


4 CoMMERCIAL ARBITRATION: A Practica, PLAN 281 


paper, food products, and an innumer- 
able list of commodities. In all of 
these commercial contracts there are 
involved certain elements of price, 
quality, quantity, terms of delivery, 
and time of payment. It is out of 
these elements that disputes arise. 
Differences of this nature are suitable 
for arbitration. 

The paramount reason why differ- 
ences of this nature are particularly 
suitable for arbitration is that every 
trade has established through usage 
certain recognized standards and. cus- 
toms, known to those who engage in 
that trade. Parties who agree to ar- 
bitrate commercial disputes usually 
choose as arbitrators business men who 
are engaged in the trade out of which 
the dispute has arisen. This is par- 
ticularly true where the parties have 
inserted in the contract at the time of 
its formation an arbitration clause, in 
which the arbiters are named. Busi- 
ness men who are accustomed to follow 
this practice realize that it is a distinct 
advantage to have men of high stand- 
ing in the trade serve as arbiters. This 
assures expert adjudication of the 
facts. 

The non-commercial contract is un- 
common and unusual. It frequently 
involves technical questions of law and 
rather unimportant questions of fact. 
Disputes arising out of such contracts 
are not suitable for arbitration and 
should not be submitted to arbiters. 
Here litigation offers the best procedure, 
since judges in law courts are better 
qualified to pass upon technical ques- 
tions of law than are lay arbitrators. 

The legislators in the State of Penn- 
sylvania foresaw the possibility that an 
occasion might arise during the pro- 
ceedings when the arbitrators might 
not be certain of the correct legal 
principle which should be applied by 
them in finding an award. To meet 
this situation, Section 17 was inserted 


in the Pennsylvania Arbitration Act of 
1927. This section provides that the 
arbitrators may petition the Court of 
Common Pleas in the county in which 
the arbitration is being conducted for a 
statement of the law which they shall 
apply in finding the award. This pro- 
vision is a step forward, since it is now 
possible in Pennsylvania to have not 
only expert adjudication of the facts, 
but also the application of correct 
principles of law in arbitration proceed- 
ings. Other states which have passed 
effective arbitration legislation would 
do well if they incorporated a similar 
provision in their arbitration statutes. 
Future arbitration legislation would 
also benefit by the example set by the 
Pennsylvania legislature. 


SUMMARY 


In order to realize and appreciate the 
advantages that commercial arbitra- 
tion offers the business man, a short 
summary of these benefits should be 
made. No better statement of these 
advantages can be found than the 
following, presented in the 1927 An- 
nual Report of the Committee on 
Arbitration of the Chamber of Com- 
merce of the State of New York, a 
pioneer in this field of activity: 


(1) Arbitration furnishes a forum for the 
speedy disposition of mercantile differences 
and disputes by experts in the line of ac- 
tivity involved. 

(2) It saves time, trouble, and money to 
the disputants, the law office, and the state. 

(3) It relieves the courts so that their 
time can be given to matters clamoring for 
speedy attention. 

(4) It maintains business friendships. * 

(5) It eliminates business waste. sae 

(6) It raises business standards and 
ethics. 

(7) It upholds business honor. 

(8) It is an insurance against the tying 
up of business capital during litigation. 

(9) It is an insurance against the tend- 
ency to compromise on the part of juries. 
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(10) It is insurance against manhandling 
in the courts. 

(11) It is insurance against the effect of 
death, disappearance, and forgetfulness of 
witnesses. 

; (12) As a poor man’s court arbitration 
has no equal. 


According to some economists, the 
economic waste attendant upon litiga- 
tion is next in size to that caused by 
war. President Herbert Hoover states 
in a foreword to the 1927 Year Book on 
Commercial Arbitration: 


I have been for many years of the con- 
viction that arbitration of commercial dis- 
putes in place of avoidable litigation is an 
agency of the first rank in the promotion 
of business efficiency. Information col- 
lected by the Department of Commerce 
over the past several years has clearly 
showed that the substantial element of the 
American business public is overwhelmingly 
in favor of arbitration in the settlement of 
commercial disputes. 


Arbitration is a method of codperat- 
ing with the courts. It is in no sense a 
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rival. The following statement by 
the Honorable William Howard Taft, 
former Chief Justice of the United 
States Supreme Court, supports this 
contention: 


I favor arbitration wherever it can be 
practically adopted, both because it usually 
expedites matters and because it will re- 
lieve the courts. One of the great evils 
from which our country is now suffering is 
the delay in the dispatch of legal business 
and anything which will relieve the courts 
makes for progress in removing that evil. 


One of the chief necessities to insure 
the increased use of commercial arbi- 
tration is an educational policy for 
American business men, so that they 
may become familiar with the practice 
of commercial arbitration and observe 
its advantages as contrasted with litiga- 
tion. The tendency for the application 
and the use of commercial arbitration 
to spread may be expected to continue, 
for arbitration provides a necessary 
supplement to our legal system. 
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I. OF THE ACADEMY’S 
ACTIVITIES 


Your Board is able to present to the 
members of the Academy a gratifying 
record of progress for the year 1929. 
During the year, the publications of the 
Academy, as well as our meetings, have 
enjoyed an ever widening influence in 
the enlightenment of public opinion. 
To an increasing extent special govern- 
mental commissions, both national 
and state, as well as educational insti- 
tutions, are using the publications of 
the Academy both for guidance and as 
basic material in the conduct of their 
work. 

The members of the Academy will 
recall that an Academy Center was 
established at Los Angeles, California, 
on May 4, 1928, and has been per- 
forming a most important service. 
This center has now merged with the 
Pacific Southwest Academy under the 
name of “The Pacific Southwest Cen- 
ter of the American Academy of Polit- 
ical and Social Science.”’ It is the hope 
of your officers that similar centers be 
established in other sections of the 
United States, thus greatly strengthen- 
ing the Academy’s influence. 

The Thirty-third Annual Meeting 
of the Academy, held April 26th and 
27th, 1929, was in every respect a sig- 
nificant occasion and served to bring 
together, not only the members of the 
Academy from different sections of the 
country, but also delegations from 
educational, civic, and commercial 
associations, national and state. The 
reports of such delegations to their 
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respective organizations serve greatly 
to broaden the influence of the dis- 
cussions of the Annual Meeting. The 
publication of the proceedings in a 
specia) volume made these discussions 
available to all the members of the 
Academy who were unable to attend 
the sessions. 


In addition to the Annual Meeting, 
the Academy held the following special 
sessions during the year 1929: 

January 2list—‘“Tialy and Mus- 

solini.” 
February 15th—‘‘Long-Term City 
Planning.” 

March 15th—‘The Problems of 
Modern Diplomacy.” 

November 7th—‘‘A Frenchman’s 
Impressions of the United States.” 

November 27th—‘‘Modern Appli- 
cation of the Theory of Congres- 
sional Representation.” 


During the year 1929, the following 
Fellowship Awards have been made: 


To 


Mr. Jeremiah P. Shalloo to study 
the subject of ‘‘ Private Police.” 

Dr. Austin Macdonald to take up 
the study of “Municipal Air- 
ports.” 


The results of these studies will ap- 
pear later in the Academy’ s publi- 
cations. 

at. 
II. Pusiications 

During the year 1929, the Academy 
published the following volumes and 
supplements: 
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January—Tariff Problems of the 
United States 

March—Farm Relief 

March Supplement—Radio 

May—Women in the Modern World 

May Supplement—Foreign Office 
Organization 

July—Present Day Causes of Inter- 
national Friction and Their Elim- 

7 ination 

Supplement—Lobbying 

_ September—Law and Social Welfare 

_ September Supplement— India 

November—The Police and _ the 
Crime Problem 


III. MEMBERSHIP 


During the year 1929, the Academy 
enrolled 1,526 new members and sub- 
scribers. The Academy lost 89 mem- 
bers by death, 508 by resignation, and 
701 delinquent members and 133 sub- 
scriptions were dropped. The present 
membership of the Academy is 9,722 
members and subscribers. 


IV. Frnanciat 


; ‘The receipts and expenditures of the 
Academy for the fiscal year just ended 
are clearly set forth in the Treasurer's 
Report. The accounts were sub- 
mitted to the E. P. Moxey Company 
for audit, and a copy of their statement 
is appended herewith. In order to 
lighten the expenses incident to the 
Annual Meeting, a fund of %3,525 
was raised. ‘The Board desires to take 
this opportunity to express its grati- 
tude to the contributors to this fund. 


V. CONCLUSION 


In conclusion, your Board desires to 
impress upon the members of the 
Academy that the scientific investiga- 
tions undertaken under the auspices of 
our organization can be greatly ex- 
tended through an increase of the 
Academy’s endowment fund. In ad- 


dition, we should look forward to the 
possibility of establishing the Academy 
in its own building with the equipment 
necessary for offices, meetings, and 
conferences, together with adequate 
library facilities. No other organiza- 
tion in the United States is able to 
perform to the nation quite the same 
service that the Academy is perform- 
ing and the extension of this service 
depends in a large measure upon the 
codperation of our members. 

The Board desires to express its 
appreciation to the many members of 
the Academy who have coéperated in 
our work and also to express the hope 
that their interest will continue un- 
abated during the year 1930. 


Epwarp P. Moxey & Co. 


The Philadelphia Bank Building, 
Philadelphia 


January 15th, 1930. 


Cuar_es J. Ruoaps, Esq., Treasurer, 
American Academy of Political and 
Social Science, Philadelphia, Pa. 


Dear Sir: 


We herewith report that we have 
audited the books and accounts of the 
American Academy of Political and 
Social Science for its fiscal year ended 
December 31, 1929. 

We have prepared and submit here- 
with Statement of Receipts and Dis- 
bursements during the above indicated 
period, together with Statement of 
Assets as at December 31, 1929. 

The Receipts from all sources were 
verified by a comparison of the entries 
for same appearing in the Treasurer’s 
Cash Book with the record of Bank 
Deposits and were found to be in ac- 
cord therewith. 

The Disbursements, as shown by the 
Cash Book, were supported by the 
proper vouchers in the form of can- 
celed paid checks or receipts for monies 
expended. These were examined by 
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us and confirmed the correctness of the Memorial Fund as of December $1, 


payments made. 1929, as well as the Income derived 
The Investment Securities listed in from these fund investments. 

the Statement of Assets were examined As the result of our audit and exam- 

by us and were found to be correct and ination we certify that the state- 

in accord with the books. ments submitted herewith are true and 
We have also prepared and submit correct. 


herewith Statement showing the finan- Yours respectfully, 
cial condition of the S. N. Patten Me- (Signed) Epwarp P. Moxry & Co., 
morial Fund and the Edmund J. James Certified Public Accountants. 
JT 
7 AMERICAN ACADEMY OF POLITICAL AND SOCIAL SCIENCE a 


SraTEMENT OF Recerprs AND DIsBURSEMENTS FOR FiscaL Year Enpep $1, 1929 


Receipts 
Subscriptions: 
Interest on Investments and Bank Deposits........................ 8,682.74 
Sale or Maturity of Investments........ 5,000.00 69,362.37 
$76,895 .44 
Disbursements 
Discounts and Collections and 12.21 
Research Fellowship—Jeremiah P.Shalloo.......................... 375 .00 
Securities Purchased for James Fund.........................0-0005 940.00 68,691.96 
Represented by 
Cash: 
In Treasurer’s Hands, Girard Trust Company 7,803 .48 $8,203 .48 
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Haziewoop, Craig B. The Bank and Its 
Directors. Pp. x, 251. New York: The 
Ronald Press Company, 1929. $3.50. 


It is unique, the reviewer believes, for the 
President of the American Bankers’ Asso- 
ciation to write a book during his adminis- 
tration. One may well wonder how, in 
addition to the duties of that high office, 
and the duties of the Vice-President and 
Director of the First National Bank of 
Chicago and the First Union Trust and 
Savings Bank, and of the Chairman of the 
Board of the Lake Shore Trust and Savings 
Bank of Chicago, Mr. Hazlewood could 
find time to write such an extensive, well- 
rounded, carefully-prepared book! He is 
setting an excellent example which bankers 
and the public may well wish his successors 
to emulate. A large duty of the vice- 
presidents and president of the Association 
is the making of speeches, writing articles, 
and sitting in counsel on all phases of bank- 
ing policy, administration, and public rela- 
tions. The banking fraternity and public 
are thus privileged to know their views and 
principles on many subjects. But, Mr. 
Hazlewood is doing an additional signal 
service to his fraternity and the public by 
writing, out of his rich and successful ex- 
perience, an elementary book, in most 
readable language and pleasing style, on the 
proper conduct of a bank. His pronounce- 
ments come from his eminent position with 
& convincing force; he has seized the most 
opportune time of his life to influence the 


local bankers of this country to adopt better 
policies and to operate more scientifically. 
His book will most fittingly be widely read; 
he touches the weakest feature in American 
bank administration when he treats the 
relationship of the directors to the bank; 
and it would be well for every bank presi- 
dent to provide each of his directors with a 
copy of this book and see that it is read by 
them. 

This is a book with a motive, namely, to 
promote better and scientific bank manage- 
ment, to familiarize all bankers with the 
more or less scientific standards which suc- 
cessful banks have developed, to get the 
weight of the American Bankers’ Associa- 
tion and the various state associations be- 
hind better bank management, and to 
encourage codperation on credit informa- 
tion, professional training for bankers, and 
the thorough equipment of bank directors 
for their work. ‘“‘In its composition, there 
has been a constant stress of forces between 
the desire to present an absolutely elemen- 
tary perspective of the bank director’s 
work for those directors who go no deeper, 
and a desire to fire the imagination and feed 
the minds of the many directors who are 
deeply dedicated to their responsibilities 
and opportunities.” 

“The director of a good bank . . . oc- 
cupies a position of exceptional responsi- 
bility, power, prestige, and honor.” The 
author elects to devote his book to the first 
of this tetrad, and he states and restates the 
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director’s responsibilities and opportunities 
for service to the bank—those that the law 
and the courts have set for him and those 
that business expediency and public welfare 
require of him. The chapter subjects in- 
dicate the scope of the book, e.g., the direc- 
tor’s opportunity in upbuilding the bank, 
the sources of strength and profit in bank- 
ing, the causes of bank failures, the capital 
structure and dividend policies, the man- 
agement of the bank’s funds, sound loan 
policy, building up the bank’s profits, in- 
vestment and trust departments, savings 
departments, organization and manage- 
ment policies, and the methods employed 
by a director. The final chapter is written 
by Thomas B. Paton, counsel for the Ameri- 
can Bankers’ Association, on the legal fea- 
tures of the duties and the responsibilities 
of bank directors. 

The book is well filled with carefully 
chosen quotations from the Comptroller of 
the Currency, the state bank commis- 
sioners, certain prominent bank officials, 
certain bank researchers, e.g., H. N. 
Stronck, and court decisions. One feels 
that the book has been written against the 
background of a questionnaire which the 
author has sent to those persons. One evi- 
dent reaction on the author’s reading the 
answers received to his questionnaire was 
that he was impressed with the variety of 
policy or lack of policy, with the low order 
of management apparent in banks, and with 
the high need of banking education. In 
order to reinforce his convictions and to 
give them greater persuasive power, he sec- 
onds his pronouncements with liberal 
quotations of others stating the same point; 
the text therefore has duplicative para- 
graphs, but they do not seem to dim its 
vitality. In the chapter on “Building up 
the Bank’s Profits,” one finds eleven full- 
page statistical tables and three bar charts, 
presenting studies in bank earnings and 
expenses made by the Wisconsin, Illinois, 
Indiana, and Michigan State Bankers’ 
Associations, in codperation with the Fed- 
eral Reserve Bank of Chicago; but, outside 
of these pages, the book is free from statis- 
tical data. There are no footnotes and the 
sources of quoted materials are not stated 
except in most general ways. 

While the author has big visions of th 
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service of banks to the country and com. 
munity, he writes from the point of view of 
a banker seeking profits, from the acquisi- 
tive, competitive, aggressive point of view, 
To illustrate, on pages 163-64, he says: 
“In many of these matters, time is of the 
essence, If the lead can be secured before 
it has become a matter of public knowledge, 
the bank is in an advantageous position to 
secure highly desirable, profitable business,” 
It would, however, be wrong for the re- 
viewer to press this point because the great 
purpose of the book is not to teach a bank to 
profit by shrewd anticipations, but by 
practicing policies approved and used by 
other ably managed banks in the everyday 
tenor of their business These principles 
are not new and startling; he points to one- 
man banks, to communities with too many 
banks, to small towns and small banks, and 
to one-industry sections, and newer sec- 
tions of the country, as the most probable 
scenes of failure; he names loans in excess of 
the legal ten per cent limit, loans to diree- 
tors and officers, and to interests with 
which they are connected, capital loans, 
real estate investment and real estate 
speculation by bank officers, directors and 
relatives, and sheer incompetence and mis- 
management, as the chief causes of failure; 
and he outlines two simple ways the diree- 
tors may insure themselves against failure 
from any of these causes. He lays down 
simple rules for dividend policy, capital 
structure, diversifications of loan and in- 
vestment portfolios, secondary and primary 
reserves, the balance loans and investments, 
maintenance of credit files, overdrafts, jury 
system of passing on loans, control of salary 
and wage payroll, service charges, the 
segregation of the trust and savings depart- 
ments, and so forth. 

The reviewer takes exception to some 
priaciples the author recommends. The 
one he condemns most is developed on 
pages 105~7, namely, that the “‘first test in 
determining whether or not a loan request 
should be granted is the degree to which an 
applicant has contributed to the fund which 
makes loans possible.” The arguments 
offered in support of this principle are not 
valid. The reviewer will not state his 
objections here for he has done so elsewhere 
(see Journal of Political Economy, June 
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1925, pp. 257-77). The reviewer feels that 
our banking operations would be more 
scientifically and safely conducted were this 
principle dropped. The banker generally 
deceives himself and the customers, if we 
believe the justifications the author offers 
for requiring the balances from borrowers. 
Ray B. WesTEeRFIELD 
Yale University 


AnceLtL, Norman. The Story of Money. 
Pp. xvi, 411. New York: Frederick A. 
Stokes Company, 1929. $5.00. 


In his preface, Mr. Angell says he bas 
written a book for laymen “‘to tell the story 
of money in its social relation.” It is 
commendable to try to educate the laymen 
in such matters. But, in spite of the at- 
tractive form of the book, with numerous 
illustrations and the flair for the pictur- 
esque, it is doubtful whether the appeal 
to the general public will be effective. 
The book abounds in quotations which 
mar it for the general reader, but which 
will increase its value for purposes of 
reference. 

The teacher of money will find many 
things to use as supplementary reading. 
There is a suggestive treatment of money as 
an institution. Early types of money and 
credit instruments are described and, in 
many cases, shown in pictures. The ac- 
count of money in Greece and Rome is 
fairly detailed. The Mercantile System is 
treated and the persistence of the policy in 
reparations after the Great War. Con- 
siderable space is given to usury, the Jews as 
money-lenders, and the relation between 
the growth of Capitalism and the Protestant 
Reformation. The early development of 
banking and money-lending is sketched. 
The account of paper money sets forth 
Law’s scheme, the South Sea Bubble, the 
experience of the American colonies, the 
Continental issues, the Canadian playing 
card currency, and the Guernsey Market 
House incident. Contemporary reports 
from the London papers are given to trace 
the course of inflation in Germany. The 
final chapter is a symposium of present day 
proposals concerning monetary policy. 


James D. MaGEE 
New York University 
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STEINMETZ, S. 
Krieges. Pp. xii, 704. 
Barth, 1929. M.42. 
Dr. Steinmetz is one of the most promi- 

nent of the European sociologists and 
ethnologists. His Soziologie des Krieges is 
the second edition of a work entitled 
Philosophie des Krieges, published in 1907. 
However, the second edition is so greatly 
changed and augmented that its new title is 
entirely justified. It was written after the 
war had provided an acid test of the prin- 
cipal theories of the Philosophy of War. 
What changes did the war produce in Dr. 
Steinmetz’s theories? He changed prac- 
tically none of his main contentions, but 
merely developed them more deeply and 
added new arguments in their favor. In 
both books he regards the roots of war as 
inherently tied up with human nature and 
human society. While he stresses the 
negative effects of war, he claims that this is 
only the debit side of the balance sheet; on 
the credit side, there are a series of impor- 
tant and beneficial effects. (War fosters 
that aggressiveness which is necessary for 
man’s survival as well as for the building of 
groups and the state; it exerts a positive 
influence on the moral and mental qualities 
of man, and hence is more an instrument of 
positive than of negative selection, and so 
forth.) In both editions he shows that the 
negative effects of war have often been 
exaggerated. Finally, he develops the 
arguments by which he hopes to demon- 
strate that there is only an insignificant 
probability of the elimination of war in the 
future. 

While Steinmetz’s Philosophy of War was 
one of the most significant sociological 
studies of war, the second edition is still 
more deserving of this characterization. 
He analyzes all the fundamental aspects of 
this great problem in a very dispassionate 
manner, and with extraordinary erudition, 
patience, and thoughtfulness — qualities 
which characterize all his principal works. 
The analytical portion of the work is fol- 
lowed by his evaluations. If the evalua- 
tive part may be questioned, the analytical 
and factual part is built so solidly that it 
cannot easily be waived aside. Of course, 
several of his conclusions concerning spe- 
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the relationship between war and criminal- 
ity, war and any certain type of selection, 
and so forth. (See criticism in my Con- 
temporary Sociological Theories, chapter 
VI.) However, Steinmetz is honest in his 
thinking, even in this portion of his work, 
since he carefully analyzes the facts and the 
theories which are contrary to his own. 
From a purely scientific standpoint the 
book is indispensable to anyone who studies 
or deals with war. 

It required a great deal of scientific and 
moral courage to publish the book at the 
present moment when everybody and 
everything seem to be busy with “outlaw- 
ing war.” While Steinmetz praises these 
attempts, he also warns us on the basis of 
his facts that there are rather slight chances 
for any radical success from these efforts. 
“I wish with all my heart that I could hope 
that the people and their leaders were wiser 
than they seem tome. I wish I were wrong 
in my conclusions.” But, notwithstanding 
these wishes, neither he nor the reviewer 
believes that his main conclusions are far 
from reality. 

Pitrrm™ A. Sorokin 

University of Minnesota 


Srratton, Georce M. Social Psychology 
of International Conduct. Pp. x, 387 
_ New York: D. Appleton and Company, 
1929. $3.00. 

“There is an old saying: ‘Scratch a Rus- 
sian and find a Tartar.’ Well may we 
amplify it and say ‘Scratch a civilized man 
and find a savage.’ Civilization is but skin 
deep.”” This, Professor Stratton tells us in 
chapter XXI, is a quotation from a booklet 
issued by the Government of the United 
States for the education of its soldiers. 
From the premises implied, the same pub- 
lication concludes that therefore “war is 
inevitable.” 

To disqualify the psychological and the 
historical justification of such a philosophy, 
to show that war is not “a display of what 
is primitive, a revelation of the ease with 
which under excitement we forget our train- 
ing and relapse into a condition of savag- 
ery,” is the central idea of Professor Strat- 
ton’s book. Everything may be visioned 
as revolving about this one aim as the 
nucleus of his endeavor. Like a strong 
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spring released from its hold, the book re. 
veals a lot of vibrating motion, lost motion, 
one might be inclined to call it, were it not 
for the fact that, to drive home a point, the 
restatement of a thought in different form 
and context is an approved device of the 
experienced teacher. There is, on the 
other hand, much in the book that will 
be rejected as unconvincing by those not 
willing to be convinced. For this reason 
one would almost wish that the author had 
refrained from the use of statistical data in 
the attempts to disprove the widespread 
belief in the fundamental inequality of the 
races as demonstrated by the criteria of sense 
reaction, feeling, emotion, and so forth, 
The author himself almost invariably 
qualifies his statistical demonstrations 
by the admission of their mathematical 
inadequacy and logical inconclusiveness, 
but the persuasive appeal of his argument 
rests, after all, upon something far better 
than doubtful statistics. 

The thesis of Professor Stratton’s book, 
as understood by the reviewer, is in brief 
this: The proverbial pugnacity of animals is 
a myth. Animals prefer the kind of prey 
which can offer little or no resistance. 
They accept or seek combat with equals as 
a rule only when crossed in a vital biological 
urge. It follows that man’s love for fight- 
ing is not a natural animalistic trait, but a 
habit, acquired in ages knowing no other 
means of self-defense, and sanctioned in 
modern society by formal and compulsory 
training for mass fighting and killing. 
Thus, fighting and killing have been raised 
to the dignity of a social institution be- 
cause, contrary to recent belief, war has 
proved itself a paying propositioa. Even 
the victors of the last war, sorely tried as 
they are, would none of them change lots 
with the defeated. The price they paid for 
their gains was high, but not so high that 
they would prefer not to have gone to war. 

The basic causes for war are many. 
They all focus in some kind of desire, be it 
for security, material gain, the protection of 
religion, cultural unity, a particular form of 
government, for revenge, or vainglory. 
The question is: Can we or can we not find 
a method other than war to satisfy the 
legitimate elements of desire? Once upona 


time, society went to war to secure prison- 
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ers as sacrifices for the gods. It approved 
of the disposal of new-born, undesired 
females and weakly males, of blood ven- 
eance, of the duel, of wife-beating, and the 
like. With the advance of civilization the 
label of social institution has been with- 
drawn from these practices. Why, then, 
should not a further advance in civilization 
withdraw its approval of war? In fact, the 
last war was fought to end war. But that 
has been tried before, without result. To 
end war, the profits must be taken out of war, 
just as the joy has been taken out of wife- 
beating, duelling, blood feuds, and so on. 

An essential prerequisite for this is the 
realization of the interdependence of all 
peoples, a realization which presupposes a 
knowledge of one another far deeper than 
that which the tiger has of the habits of his 
prey or the hunter of those of his game. 

All this is nothing new, for the solidarity 
of nations is not something that must be 
established, but something that exists. 
What needs to be done is that it be civilized, 
just as the individual has been civilized as a 
member of society, ruled by the law of the 
group instead of by the law of the fist. 
What is needed is a training for a wider 
loyalty and for the reduction of the ac- 
quisitive desire. The training should be 
done not only by the school, but by the 
home, the newspaper, the bookshop, the 
fraternal order, the labor union, and such. 
Its aim shall be “not to make war impossi- 
ble, but as improbable as burglary and 
murder.” 

Professor Stratton’s book effectively 
substantiates and nicely supplements Nor- 
man Angell’s The Great Illusion, its sequel, 
The Fruits of Victory, and Shotwell’s War as 
an Instrument of National Policy. It re- 
veals an element of insight and a degree of 
fairness in the judgment of international 
relations which is hard to match. The 
sections dealing with the meaning, origin, 
and life of the nation possess a charm and 
wisdom unsurpassed by anything that has 
come to the reviewer’s notice in his long and 
diligent searches in the subject. The wide- 
spread reading of Angell’s, Shotwell’s, and 
Stratton’s books will do more for interna- 
tional peace than dozens of meetings of 
experts and diplomatists debating juristic 
niceties and reservation, which are of little 
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interest to the fathers and the mothers of 
prospective cannon fodder. For it is 
through the extensive appeal of such books 
that popular sentiment will slowly but in- 
evitably become an irresistible factor mak- 
ing for the establishment of institutions 
other than war for the settlement of inter- 
national disputes. 

There is in Stratton’s vision nothing 
abstract or fantastic. His outlook is one 
of practical reality, though not of the kind — 
that enables war profiteers to amass for- 
tunes and armchair generals to shine as 
heroes. 

JOHANNES MatTTERN 

Johns Hopkins University 


Burtt, Raymonp L. International Rela~- 
tions. Pp. xix, 838. Revised edition. _ 
New York: Henry Holt and Company, 
1929. $5.00. 


This is a revision of a well-known book _ 
first published in 1925. The new edition — 
contains about ninety pages of new matter 
dealing with the more important develop- 
ments in the field of international relations 
which have taken place during the past four — 
years. The larger portion of the new mat- — 
ter is devoted to the consideration of recent 
developments in the history of the problem 
of racial, religious, and linguistic minorities, 
and particularly the controversy relative to 
the procedure of the League in dealing with 
petitions from minority groups addressed to 
it; the work of the Sixth Pan-American 
Conference at Havanain January-February, 
1928; the inter-American arbitrative and 
conciliation treaties proposed by the Wash- | 
ington Conference in January, 1929, and the 
Bolivia-Paraguay dispute of 1929; the 
Greco-Bulgarian frontier incident and its 
settlement; the Hungarian-Roumanian Op- 
tant controversy; the Young Plan for the — 
settlement of the reparations question, and 
the establishment of the international bank; | 
the more recent activities of the League of _ 
Nations, the new treaties proposed by it, 
the admission of Germany to the League, 
and other changes in its membership; the 
Locarno agreements; the Kellogg Pact, its 
history, scope, objects, and its possibilities; 
and the Root formula for the adherence of 
the United States to the World Court 


protocol. 
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th B4 The discussion of these and other ques- 
; tions brings the book up to date and greatly 
. _ increases the value of what has proven to be 
one of the most important contributions to 
the literature of international relations 
which has been published since the war. It 
is the work of a scholar; it bears the ear- 
7 - marks of carefulness and extensive research; 
and it is written in the spirit of detachment 
and impartiality. All students of interna- 
ee relations will be indebted to Professor 
‘Buell for his revision which brings up to 
date so useful and indispensable a treatise 

on a subject of such world-wide interest. 

J. W. GARNER 

University of Illinois 


Porrer, Pitman B. This World of Na- 
tions: Foundations, Institutions, Prac- 
tices. Pp. xix, 366. New York: The 


Macmillan Company, 1929. $4.00. 
This book is a most entertainingly writ- 
ten introduction to the study of interna- 
tional affairs. Mr. Potter has hardly 
- solved the difficult problem of interesting 
7 the layman in the politics of nations, but he 
has made an important contribution to the 
golution. His statement that international 
relations are “no more difficult of under- 
standing than human affairs on any level” 
~ may be philosophically true, but he himself 
_ points out innumerable bypaths which lead 
- to misunderstanding. His whole volume, 
indeed, is made up of suggestions and sum- 
-maries of the enormous amount of factual 
- material in many fields which must be mas- 
tered before anything like “understanding” 
is possible. 

In surveying this material, Mr. Potter is 
eminently objective and fair. His discus- 
sion of such subjects as international law, 
diplomacy, arbitration, and the League of 
_ Nations would arouse no serious contradic- 
; ~ tion except among the most extreme of their 
devotees. He states his opinion that the 
United States will probably enter the 
League in “about 1937.” This, he thinks, 

will be due to the natural development of 

our foreign policy, and he makes no argu- 
ment either to hasten or to delay such a con- 
summation. The author is a little rougher 

_ with the sentimental pacifists and his treat- 
ment of Pan-Americanism is one-sided in 
comparison with the rest of the book. 
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One theme which Mr. Potter develops 
perhaps as fully as is consistent with the 
purposes of the present book, it would be 
valuable to expand into a volume of its 
own. That is the possibility of the exten. 
sion of international administration in the 
area where individuals and corporations of 
diverse nationality, rather than nations 
themselves, come into conflict. The rela. 
tions between our own Federal Government 
and the citizens of the various states offer a 
striking parallel. Authority in this field 
can be delegated without derogation of the 
sovereign rights of states. It is being done, 
but the process could be hastened to the 
advantage of all concerned. It would do 
much to remove many of the minor causes 
of international irritation without raising 
such debatable questions as are implied in 
the words “sovereignty,” ‘“‘superstate,” 
“sanctions,” and “enforcement.” 

H. K. Norton 

New York City 


Smith, Munroe. The Development of 
European Law. Pp. xxvi, 316. New 
York: Columbia University Press, 1998, 
$3.75. 

A title of this sort may mislead future 
generations, but it adequately suggests the 
contents of the book to present day readers 
who will understand it to include just what 
on p. xviii the author says he will discuss, 
that is, the private law of France, Germany, 
Italy, and Spain, from the break-up of the 
Roman Empire in the West. _ It is still more 
limited in time because the book scarcely 
goes beyond the Middle Ages. The treat- 
ment of the Renaissance period is slight and 
sketchy and no attempt is made to do more 
than to indicate the Bolognese movement 
and its consequences. 

Within the limits thus consciously set, 
Professor Munroe Smith presents to us in 
rapid review the period with which his his- 
torical studies were so long engaged and in 
which his interest was so profound. We 
note with melancholy regret that he did not 
live to see through the press a volume 
which he had long intended to prepare and 
which might have directed more than one 
young historian to further and fruitful re- 
searches in the field. As it stands, even 


a 


he ¥ 
sinc 
offer 
of tl 
tal ] 
are, 
autl 
hist 
ture 
pior 
wer 
of le 
tem 
fact 
gree 
hun 
inac 
abo 
enc’ 
mos 
labc 
deai 
con: 
ver} 
ign¢ 
fort 
cret 
The 
wes 
tinc 
tion 
Me 
mos 
ove’ 
wis] 
con’ 
h 
tion 
em] 
Got 
mat 
wit] 
ides 
whi 
| oth 
det: 
I 
The 
nin 
and 
which | cst 
; imp 


= 


he would have given it, it is almost unique, 
since there is no manual in English which 
offers a unified and systematic presentation 
of this field. The volumes of the Continen- 
tal Legal History Series, invaluable as they 
are, are collections of excerpts from various 
authors or are different in geographical or 
historical range. 

When Munroe Smith prepared the lec- 
tures that are here published, he was a 
pioneer. American and English lawyers 
were little concerned with the developments 
of legal systems under their very noses, sys- 
tems doubly akin to the common law in the 
fact that they were fusions in different de- 

of Germanic and Roman elements. 
How little that concern was we may to our 
humiliation discover by noting the absurdly 
inadequate and incorrect statements made 
about continental European law in English 
encyclopedias, even the best-known and the 
most frequently edited. Munroe Smith 
labored with a stiff-necked generation of 
deans and practitioners to induce a serious 
consideration of a field of study of whose 
very existence even legal historians seemed 
ignorant. Directly and indirectly, his ef- 
forts had a success—slight enough in con- 
crete results, but gratifying in tendency. 
The law of all the separate communities of 
western Europe is now seen to have a dis- 
tinct unity, based on the common civiliza- 
tion which we have derived from the east 
Mediterranean. The roots of our own 
most characteristic legal institutions sprawl 
over the map of Europe, and if we really 
wish to know much about them we must be 
content to disregard national boundaries. 

Munroe Smith was in temper and affec- 
tion a Germanist, and dwells with a special 
emphasis on the way in which the law of 
Goth and Frank and Lombard grew into 
maturity largely within Roman forms and 
with the reception of great masses of Roman 
ideas and concrete institutions. It is that 
which gives unity to a presentation which 
otherwise would inevitably be a series of 
detached pictures. 

It also gives a special color to the account. 
The book is mainly the history of begin- 
nings. The disturbances which commerce 
and science created in the seventeenth and 
eighteenth centuries, the revolutionary 
impetus with which the eighteenth century 
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ended, the tightening of economic interde- 
pendence in more recent years—all these 
things are not in the picture. However, 
those who will some day adequately present 
these phases of European law will first have 
to go through the historical material which 
is here sifted and summarized. 

That there are questionable statements 
in the book is inevitable. Much has been 
learned since Professor Smith’s material 
was gathered and many details of early law 
have taken on new aspects in the light of 
fuller research. The author has Maitland’s 
impatience of anthropological analogies, but 
it may be that the more sober application of 
such analogies, which is characteristic of 
modern comparative law, would have 
roused less opposition. We note in passing 
that trials, which (p. 24) Professor Smith 
finds so rare among primitive men, are 
luxuriantly developed in Africa where stu- 
dents of procedure will find fascinating and 
instructive forms. 

In a few cases, inaccuracies have crept in. 
The French rule of possession vaut titre, 
C. C. 2279, was adopted in Italy, but not, as 
the books says (p. 55) in Spain where the 
old prescription of three years is still in 
force (Codigo Civil, 1955). As this was 
taken over into the Spanish-American sys- 
tems, the fact is of importance. In general, 
the account given of Spanish law depends 
largely on Schroeder, who in this field is 
neither clear nor quite reliable. So, the 
text of the Fuero Juzgo, published in 1600 
by Villadiego, was the Spanish and not the 
Latin (p. 100), and this Spanish text was 
prepared by St. Ferdinand (Ferdinando 
ILI) in 1241, and not in 1229-1234. Simi- 
larly, there is an evident confusion of the 
Lex Romana Burgundionum with the Ger- 
man code of that people, the Lex Gundo- 
banda, the loi Gombette of French manuals. 
Odoacer did not proclaim himself “ King of 
Italy” (p. 77) since a territorial royal title 
would have directly contradicted the politi- 
cal notions he and his successors main- 
tained. The family of Constantine (p. 76) 
was itself Illyrian and therefore did not 
mark the end of the Illyrian ascendancy, nor 
would Arian converts have any more enthu- 
siasm for an orthodox emperor than for a 
pagan. All these things, and a few others 
like them, are obviously negligible defects. 
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_ The bibliographies have been prepared 


for each “book.” It might be worth noting 
that the first volume of Brunner’s Rechts- 
geschichte appeared in a second edition in 
1906, and his short Grundziige der deutschen 
Rechtsgeschichte had a seventh edition in 
1923 (Ernst Heymann). Similarly, a sec- 
ond edition of Schriéder’s Rechtsgeschichte 
appeared in 1920 (by Glitsch). One might 
add for Spanish law Rafael de Urefvias, His- 
toria de la Literatura juridica espaiiola 
(Madrid, 1906) and Fr. v. Rauchhaupt’s 
Geschichte der Spanischen Gesetzesquellen 
(1923). Further, for the whole period one 
ought not to disregard Vinogradoff’s Roman 
Law in Medieval Europe, now published in 
a second edition by F. de Zulueta (1929), 

Max Rapin 

University of California 


SCHEIDEMANN, Puiuipp. The Maling of 
_ New Germany: The Memoirs of Philipp 
Schetidemann. 2 volumes. New York: 
D. Appleton and Company, 1929. $10.00. 


It is the subtitle and not the title which 
describes the contents of these volumes, in 
which Scheidemann reviews his career, and 
incidentally, it is true, throws some light on 
the passing of the Old and the coming in of 
the New Germany. As the work is put 
together from personal notes and recol- 
lections, it has a casual, unsystematic char- 
acter and is wronged by being recommended 
to the reader asa history. So much settled, 
there is no reason why it may not be en- 
joyed for what it is. Scheidemann was the 
son of very poor parents; received a meager 
education; became a printer’s apprentice at 
the age of fourteen; and, still in his teens, 
joined the, at that time, small and per- 
secuted social democratic party. The 
party served him as teacher, friend, and 
muse through life. So thoroughly did he 
and it become identified that when social 
democracy at last grew strong enough to 
drive the Kaiser from his throne, it was 
Scheidemann who acted as its spokesman 
and from a balcony of the Reichstag pro- 
claimed the republic. 

Scheidemann’s passionate devotion to 
the revolutionary cause carried him at an 
early age from the typographical room into 
the editorial office, and thence, with an- 
other bound, into politics. From the hair 
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of his head (non-existent with middle age) 
to the soles of his shoes, he presents himself 
in these volumes as a journalist-politician, 
with all the merits and demerits of the 
tribe. In recalling the scenes of his youth 
he flourishes the familiar newspaper patter 
which misses fire on being applied to another 
form of literature. Truth to tell, the book 
is disappointingly dull until we reach, 
luckily before the middle of the first volume, 
the outbreak of the war. From that time 
on the memoirist, as the leading parlia- 
mentary figure of his party, is so immersed 
in great events that we breathlessly relive 
with him all the agitated years from 1914 to 
1921, at which point he cuts off the epic 
tale. The contribution he is able to make 
to our knowledge of what happened behind 
the scenes in a number of grave German 
crises is invaluable. Thus, with regard to 
the peace movement of the summer of 1917, 
he is able to pin a large measure of respon- 
sibility for its failure on the chancellor 
Michaelis. Again, his record of what hap- 
pened within the cabinet which opened up 
peace negotiations with President Wilson is 
important. His picture of the last imperial 
chancellor, Max of Baden, as a kindly futile 
aristocrat, completely cancels the already 
well-establisbed legend of him as a “red” 
prince. Scheidemann himself is much 
more of a democrat than a socialist; at 
least, he flares up in behalf of democracy on 
almost every page, while he lets us take his 
socialism pretty much for granted. When 
Russian communism invades Germany he 
develops a venom against it which a Krupp 
oraStinnes mightenvy. In short, he is not 
a heavy Marxian pundit, but a politician 
formed in the school of life, flexible, humor- 
ous, and resourceful. Naturally, his mem- 
oirs profit greatly from being the product 
not of a closeted doctrinaire, but of a 
manipulator of men and situations. 


FERDINAND SCHEVILL 
University of Chicago 


The Soviet Union Looks Ahead: The Five- 
Year Plan for Economic Construction. 
Pp. xii, 275. New York: Horace Live- 
right, 1929. $2.50. 


. The magnitude of the many projects for 
the economic and the social development of 


th 
| of 
In 
int 
ac. 
int 
ad 
for 
tw 
19 
ex 
| pe 
tv 
m 
ye 
fif 
in 
ye 
fo 
th 
sa 
pé 
m 
or 
in 
la 
pe 
ca 
R 
ri 
tv 
is 
tk 
ul 
si 
B 
pl 
in 


the U.S. S. R., as revealed in this summary 
of the ‘‘Gosplan,”’ is exceedingly impressive. 
In five years, Soviet Russia hopes to achieve 
industrially what capitalistic countries have 
achieved only after several generations of 
industrialization. The national program, 
adopted by the government as a guide to its 
economic and cultural activities, provides 
for capital investments of upward of thirty- 
two billion dollars from 1928-1929 to 
1932-1933, or an average annual capital 
expenditure of over six billion dollars. 

For the fiscal year 1928-1929, it is pro- 
posed to apply forty-two per cent of the 
estimated national income of approximately 
twelve billion dollars toward the attain- 
ment of the objectives set forth in the five- 
year plan, while in 1932-1933 no less than 
fifty-three per cent of the estimated national 
income of twenty-six billion dollars for that 
year, at constant prices, is to be utilized 
for capital investments. The immensity of 
these proposed capital investments, to be 
saved out of national income, becomes ap- 
parent when we bear in mind that the esti- 
mated per capita income in Russia today is 
only about one-ninth of the per capita 
income in the United States. Out of the 
latter it is said that from twelve to twenty 
per cent are saved and invested in new 
capital annually. In other words, Soviet 
Russia hopes to save, by means of a 
rigorously controlled economy, more than 
twice as much per capita annually than 
is saved out of a per capita income in 
the United States, eight to nine times 
greater. 

Offhand, this looks like a superhuman 
undertaking, particularly since the five- 
year program does not count on any exten- 
sive foreign capital investments in Russia. 
But, the fundamental significance of the 
plan lies neither in the vastness of the sums 
involved nor in the magnificence of its con- 
ception. It is to be found rather in the con- 
scious attempt to regulate and to control 
the development of the economic resources 
and productive powers of a whole nation 
according to a preconceived plan, presum- 
ably for the benefit of the laboring masses. 
The program as set forth in this little vol- 
ume, which is but a general resumé of the 
three large volumes, in Russian, containing 
the five-year plan, deserves the serious con- 
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sideration of everyone interested in eco- 
nomic planning of industrial activity. 
Karu 


University of Pennsylvania 


Goocn, G. P., and Temprertey, Haroip 
(Eds.). The Near East: The Macedonian 
Problem and the Annexation of Bosnia, 
1903-1909. Pp. Ixix, 886. London: 
H. M. Stationery Office, 1928. 18s. 
(Vol. V of British Documents on the 
Origins of the War, 1898-1914). 

The fifth volume of the series of British 
diplomatic documents in regard to the 
background of the World War is devoted to 
materials bearing upon the Near East be- 
tween the years 1903 and 1909. The insur- 
rection in Macedonia, and the inability of 
the Turkish Sultan to reform his adminis- 
tration, brought about the intervention of 
the Great Powers which, in turn, evolved 
some interesting experiments in interna- 
tional government. The process was han- 
dicapped by the inability or the reluc- 
tance of the Ottoman Empire to follow 
Western suggestions. For this reason, 
chapter 30 (the first of the volume) deals 
with the Turkish machinery of government 
during the period under consideration. 
Chapters 31 and 32 outline attempted re- 
forms of 1903 and 1904, culminating in the 
labor domination of the powers at the close 
of 1905, from which Germany notably 
abstained. Macedonian problems occupy, 
altogether, five chapters. The remaining 
six chapters relate to the Balkan situation, 
with particular reference to the annexation 
of Bosnia which, along with the Young 
Turkish Revolution, tended to crystallize 
the Near Eastern problem and to widen the 
gap developing between the Triple Entente 
and the Triple Alliance. Although all of 
this material is presented necessarily from 
the British point of view, it has disclosed 
much documentary matter bearing upon 
the second European crisis of the twentieth 
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Minney, R. J. Shiva; or, The Future of 
India. Pp. 96. New York: E. P. 
Dutton and Company, 1929. $1.00. 

A British imperialist advocates an un- 
limited use of the “big stick” in India. 


Union College 
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“*So far,” says he, “only half-measures have 
been taken.” Like many other imperial- 
ists, he dwells gloatingly upon the alleged 
sexual iniquities of the Indians. “India 
has even greater sexual shortcomings than 
were noted by the author of Mother India.” 

A trivial and superficial discussion of an 
important subject. If the publishers can 
secure no better books, they should discon- 
tinue this series. 

Mavrice PARMELEE 
New York City 


SELEKMAN, Ben M.andSyivia K. British 
‘Industry Today. Pp. 290. New York: 
_ Harper and Brothers, 1929. $3.00. 


Current information regarding a situa- 
tion, the elements of which are constantly 
changing, is always useful. When the 
material has been collected first-hand and is 
skillfully presented a resulting book has the 
charm of being interesting. The Selek- 
mans spent the year 1927-1928 gathering 
data on British industrial relations. They 
interviewed public officials, employers, and 
workers; visited plants; observed the 
operation of various shop councils and 
other similar organizations, and studied the 
public and private records. In this book 
they present “‘an exploratory survey of the 
field.” 

The General Strike of 1926 and the Mond- 
Turner Conference of 1928 came within a 
three-year period. The one was a showing 
of strength in an effort to force concessions 
for the coal miners. The other was the 
outcome of the acceptance by the General 
Council of the British Trade Union Congress 
of the invitation of a group of prominent 
industrialists for a joint study of the possi- 
bilities of codperation in the rehabilitation 
of British industry. Whitley Councils, 
shop committees, and the British experience 
with unemployment insurance, are dis- 
cussed in the first seven chapters. The 
final chapter deals with the progress and 
the procedure of the Mond-Turner Con- 
ference. 

The book is well written in a style which 
lays appropriate emphasis upon major 
points. The index is most adequate and 
the reference list contains a large quantity 
of material which shows evidence of careful 
preparation. A slight feeling of annoyance 


when one first picks up the book could have 
been avoided had the title been more ac. 
curate. A better balance in the space 
assigned to various topics could have been 
secured by condensing the two chapters on 
shop committees into one. The details of 
the plans of two companies, while interest- 
ing in themselves, seem to encroach upon 
space which might well have been used to 
expand topics such as unemployment in- 
surance. Here only did interest lag and 
the impulse come to leaf ahead to the 
closing chapters, which proved to be just as 
interesting as those at the beginning of 
the book. 
Burton R. Morey 
University of Pennsylvania 


Warkins, Gorpon S. Labor Manage- 
ment. Pp. xiii, 726. Chicago: A. W. 
Shaw Company, 1928. 

This book is an attempt to “analyze the 
problems of human relations in industry 
and to present those principles and methods 
of procedure that intelligent understanding 
and practical experience have proved essen- 
tial to the successful management of em- 
ployees.” The general problem is stated to 
be one of industrial unrest which has 
evolved out of changing employment rela- 
tions. 

Professor Watkins presents a readable 
and well-organized analysis of the function- 
ing of personnel organization in the presence 
of such specific problems as hiring, select- 
ing, and placing labor, labor turnover, 
absenteeism, tardiness, disciplinary mat- 
ters, creation of interest, wage systems, and 
financial incentives. Considerable atten- 
tion is given to so-called “welfare work” — 
workers’ education, housing, health, and 
safety. Three chapters are devoted to a 
consideration of industrial government. 

The work is marred by the free use of 
what might be called “adjectives of judg- 
ment.” Such phrases as “enlightened 
management,” “progressive employers,” 
“liberal thinkers,” and “intelligent, self- 
respecting, modern workman,” are used as 
if the reader needed to be fed his wisdom 
withaspoon. So much territory is covered 
that much of the treatment is far from com- 
plete. 

Although those familiar with the problem 
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of labor management will not find that the 
present volume adds much to their store of 
knowledge, others requiring an introduction 
to the subject should find it useful. 
Frank Warp 
University of Tennessee 


LytLE, CuHartes Water. Wage Incen- 
tive Methods: Their Selection, Installation, 
and Operation. Pp. vii, 457. New 
York: The Ronald Press Company, 1929. 
$7.50. 

The recent pronouncements of President 
Hoover and Henry Ford make the advent 
of this book most timely. The “new” 
economics of high wages, consumers’ mar- 
kets, and low total unit costs are fully 
explained. Employee purchasing power as 
a prime factor in the theory of wages is fully 
recognized and stressed. 

Emphasis is laid upon the necessity for 
keeping down total unit costs. High wages 
are not antagonistic to this idea, and the 
low total costs result from the accompany- 
ing saving in overhead expense due to the 
high production demanded for the high 
wages. 

Preferred numbers are advocated for 
wage scales and paths of promotion. Cases 
are cited of the application of preferred 
numbers to wage scales for apprentices. 

The book covers the entire field of incen- 
tive plans. Twenty-five basic incentive 
plans for direct production are analyzed and 
described in detail. Group applications 
are thoroughly discussed, the advantages 
and disadvantages enumerated, and speci- 
fications for the successful application are 
given. Warnings are given and explained 
of the causes of unsuccessful applications. 
In addition, point systems and plans for 
wage incentives for the direct workers are 
thoroughly covered. The entire work has 
an adequate, but compact, historical 
backing. 

The treatment of all plans is uniform so 
that direct comparison between them is 
easy and accurate. The advantages and 


disadvantages of each are clearly and im- 
partially set forth. The underlying prin- 
ciples of each plan are emphasized, as are 
also the general characteristics, and these 
are amply illustrated by tables and charts. 
Many examples gathered from actual prac- 


tice, and covering a wide range of working 
conditions, are cited. 

A mathematical comparison of the vari- 
ous plans is cleverly made and illustrated by 
means of a diagram which shows for each 
plan its wage formula. These formulae are 
all different combinations of the same two 
variables, hours and wage rates. 

The book is thoroughly practical and 
should be an invaluable aid to the executive 
in finding the plan best suited to his own 
conditions and in the installation of the 
plan decided upon. To the student of 
management, it will be found an excellent 
and thorough textbook which sets forth the 
principles more completely than in any 
other publication heretofore. It is written 
in a style that is easily understandable. 
The mathematical portions are simple, and 
are clearly set forth. An appendix explains 
every mathematical step that can possibly 
be questioned. ' 

es N. UNDERWOOD 

Philadelphia 


Wuite, Leonarp D. The Prestige Value 
of Public Employment in Chicago. Pp. 
xix, 183. Chicago: University of Chi- 
cago Press, 1929. $2.50. 

In Europe the public official stands high 
in the esteem of his fellow citizens. In 
America, while the situation is hardly the 
reverse, the public official is far from being 
as highly considered by his fellow citizens 
as the average employee in private occupa- 
tions. Dr. White’s elaborate, analytical 
study, based on twenty-six hundred cases 
which he and his co-workers studied psy- 
chologically, as well as politically, corrobo- 
rates this impression which has been gener- 
ally held by students. In fact, one might 
say that he has established the conclusion 
beyond reasonable doubt. The methods 
of Dr. White have been original and in 
themselves constitute a contribution to 
political science, at least for those who 
worship at the shrine of statistics. He has 
endeavored to trace just what the people of 
Chicago think of their public servants. 
His premise definitely accepted for the 
study is that “the morale (and hence, in 
part, the efficiency) of any group is af- 
fected by the group’s conception of its 
social evaluation.” From this premise, he 
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set forth to learn as precisely as possible 
what the public opinion of Chicago towards 
its employees was and how that public 
opinion affected them and their work. As 
a result of his investigation, Dr. White 
points out that “the gross prestige index is 
-14.06, which is another way of saying 
that there was a generally low opinion of 
public servants, although one must reach 
the conclusion from Dr. White’s book that 
this public opinion is based more on rumor 
than on actual personal experience. 

It is interesting to note that those hold- 
ing the city employees in lowest esteem were 
the literary, the well-to-do, the highly 
educated, and the educational groups. 
This was to be expected by those who have 
to do with public affairs and who have 
studied the problem at first hand in their 
respective communities. In reality, Chi- 
cago is no different in this respect from 
other large cities. 

One of the most interesting phases of Dr. 
White’s study is what he calls “‘word reac- 
tions,” in which he tabulates the definitions 
given to such words as “alderman,” 
“mayor,” “policeman,” “politics,” and 
“school boards.” These reflect great vari- 
ety of sentiment, although there is nothing 
to indicate whether the replies were given 
in a moment of pique, of gratitude, or of 
normal attitude. 

Rogers Wooprurr 

Philadelphia 


Price, Georce M. Labor Protection in 
New York: 


Soviet Russia. Pp. 128. 
International Publishers, 1928. $1.25. 


This is an interesing brief survey of the 
measures taken by the Soviet government 
to improve the status of the wage earner. 
It is based on a careful study of the official 
sources of information, supplemented by a 
visit of Dr. Price to Russia in the summer 
of 1927. Following introductory chapters 
describing the “Workers Under the Czar” 
and “Under the Provisional and Military 
Communist” régimes, are accounts of 
“Labor Unions and their Réle in Labor 
Protection,” “The Labor Code of 1922,” 
“Protection of Women and Minors,” 
“Social Insurance,” ‘‘Medical Benefits,”’ 
“Industrial Hygiene Institutions,” and so 


forth. 
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The descriptive information is interesting 
and adequate. However, as regards the 
statistical measurement of results, Dr, 
Price’s account has the defect of most 
descriptions of what is going on in Russia, 
There is great meagerness of information 
and the figures given do not seem always to 
tally. For example, on page 101, we are 
told that the total expenditures for social 
insurance in 1926-1927 were about 700,- 
000,000 rubles, also (p. 103) that in 1926, 
38,700,000 rubles were paid out as cash 
benefits for the employed, and that eleven 
per cent of the total, or 77,000,000 rubles, 
was expended for the unemployed. Later 
it is stated that 240,000,000 rubles were 
paid for temporary disability and 250,- 
000,000 rubles for medical assistance. The 
amount left for other benefits would aver- 
age only about fifteen rubles per capita for 
the 9,000,000 workers said to be included in 
the system, which suggests rather meager 
actual provision. The difficulty appears to 
be that Soviet statistics, nearly always 
given in round figures, lack the precision 
that students crave. Also, it appears to be 
the case that lack of funds often prevents 
the putting into practice of the admirable 
plans which are embodied in the official 
regulations for the benefit of wage earners. 

Conditions are changing so rapidly in 
Russia that it is to be hoped that Dr. Price 
may be able to make another visit to that 
country and bring out a new edition of this 
useful book which will provide fuller statis- 
tical information, verified on the spot, and 
also bring the story down to date. 

Henry R. SEAGER 

Columbia University 


Person, H. S. (Ed.). Scientifie Manage- 
ment in American Industry. By the 
Taylor Society. Pp. xix, 479. New 
York: Harper and Brothers, 1929. $4.00. 
To survey the spectrum of industrial 

management between two covers is no 

mean task; to make such an attempt 
through the medium of twenty-six contrib- 
utors who deal independently with twenty- 
nine topies would seem unwisely ambitious. 

Nevertheless, the book has an_ integral 

resonance. ‘True, the classification of 

subjects groans at times under its load, as 
would any conceivable grouping which 
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must bring into linear sequence points 
related to one another along several axes. 
But, the book holds to its course surpris- 
ingly well, and the subject matter passes from 
introductory chapters to considerations of 
research, standards, control, and human 
relations. No generic idea of the content 
can be incorporated in so brief a review. 
High lights of unique value to the student of 
management are: the distinctions drawn 
between scientific management, mass pro- 
duction, and rationalization (p. 14); the 
brilliant exposition of administrative re- 
search and its possibilities (p. 43); the 
historic sketch of the beginnings of market 
data research (p. 59); the comparisons of 
theories of organization (p. 136); the de- 
scription of the new function of merchan- 
dising (p. 163); the administrative use of 
“responsibility” accounting in its relation 
to flexible budgeting (p. 271); the problems 
of leadership under scientific management 
(p. 427); and the interpretation of Mr. 
Taylor’s labor philosophy (p. 460). These 
excerpts complement the careful descrip- 
tions of method and examples of actual 
installation to which the text is largely 
devoted. Discrimination in the organiza- 
tion of the bibliographies which close each 
chapter is obvious. 

The not infrequent differences of view- 
point between authors prove to be a strong 
virtue of the book when considered as a 
teaching medium. These variants serve to 
free the text from the atmosphere of cer- 
tainty, common to books on this subject, 
which stifles the precious curiosity of the 
student. 

Any business executive who is willing to 
arm himself with a pad and a pencil, to 
turn to that section which nearest ap- 
proaches his area of concern, and to follow 
the precepts of Abbe Dimnet and use the 
book as an “adjuvant to thought”’ will find 
the text highly stimulating and suggestive. 

Erwin H. 

Massachusetts Institute of Technology 


Harine, Cuester E. The Manufacturer 
and His Outlets. Pp. xii, 190. New 
York: Harper and Brothers, 1929. 
$3.00. 

Above all else, the manufacturer should 
know how his outlets will be affected by the 
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widespread changes now sweeping through 
our marketing system. 

Mr. Haring’s very readable book ap- 
peared originally in multigraphed form for 
the use of the salesmen of a manufacturing 
concern. It is a popular treatise of the 
development of new-type retailers, their 
advantages and disadvantages, and their 
effect upon the jobber system of distribu- 
tion, all of which has been covered in 
standard marketing texts. 

Omission of a careful consideration of the 
specific effects of the changing nature of 
outlets upon the manufacturer, and the 
inadequate treatment of voluntary chains, 
is regrettable. 

The volume should appeal to those in 
contact with the field of marketing who 
have not had the opportunity to study 
closely its broader aspects. 

F, Breyer 

University of Pennsylvania 


Bocart, Ernest L., and Lanpon, CHARLES 
E. Modern Industry. Pp. x, 593. New 
York: Longmans, Green and Company, 
1927. $3.75. 

This book, as intended, is descriptive of 
modern industry. It discusses primarily 
the manufacturing of goods. It touches 
lightly the subjects of transportation, 
money, and markets. It gives to those 
who desire the opportunity quickly to 
acquaint themselves with the elementary 
processes of production in our most im- 
portant industries preparatory to a study of 
the principles of economics. 

It is written in textbook form, with sug- 
gestive questions at the end of each chap- 
ter, making it very adaptable to secondary 
school courses, as well as freshman courses 
in colleges. 


F.S. WarNnER 
University of Pennsylvania 


Haut, Lincoun W. An Approach to 
Definite Forecasting. Pp. ix, 142. Phil- 
adelphia: University of Pennsylvania 
Press, 1929. $3.00. 

This book presents the results of experi- 
ments to develop a new method of fore- 
casting in definite numbers. The attack is 
through the isolation and analysis of the 
forces affecting individual time series, but 
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the process suggested is quite new and the 
author succeeds in avoiding the use of the 
usual mathematical symbols which only 
terrify the uninitiated and leave them 
skeptical. He proceeds first to construct 
hypothetical time series, made up in such a 
way that the values of the trend, cycle, and 
seasonal factors are controlled, and then to 
develop simple methods of determining 
each force separately and comparing it with 
the known measurements. Actual ob- 
served time series presenting peculiarities 
of fluctuation are also subjected to the 
analytical process in order to test the new 
methods where the forces affecting the 
series are uncontrolled. 

It is to be hoped that this interesting 
approach will be followed by other re- 
searches along the same line. Comparison 
of results secured by the usual methods 
with those secured by Professor Hall’s 
methods would be interesting. 

D. H. Davenport 

Columbia University 


McMiuen, WHEELER. 
ers. Pp. xi, 340. New York: William 
| Morrow and Company, 1929. $2.00. 

This is a disappointing volume, preceded 
by a platitudinous foreword by the former 
Secretary of Agriculture, William Jardine. 
The book itself makes uninteresting reading 
and is of a disjointed style, with much of it 
in the tone of a farmers’ club discussion. 
The title is interesting and leads one to 
expect an analysis of the farm problem 
based on overproduction by too many 
farmers. 

In one of the early chapters the author 
does come to grips with his thesis: “The 
farms are full of farmers who are unneces- 
sary. Or, more accurately, the business is 
suffering from (among other things) over- 
extension. Lands are in cultivation that 
ought not to be farmed under present 
conditions. Marginal lands, marginal 
farms, both interfere with agricultural 
prosperity. About one-fourth of the na- 
tion’s people are farmers. Only 15 per 
cent ought to be farmers. Ten per cent 
might be enough, if all were to follow the 
best practices with the best equipment.” 

Here is a pregnant thought which we 
should like to have seen, established, and 


Too Many Farm- 
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developed. However, at this point the 
author leaves this thesis and rambles all] 
over the agricultural field. He does not 
expect much from the Farm Board; there 
is a rather inexpert discussion of the tariff 
as it affects agriculture; he is impressed 
with the efficacy of the export debenture 
plan and wants to improve the wisdom of 
the country banker, and in general, bows 
in admiration before all governmental 
agencies, such as the farm loan banks, the 
joint stock loan banks, the agricultural 
colleges, and the erudite and manifold 
contributions of the Department of Agri- 
culture. 


BrRNHARD OsTROLENK 
New York City 


Comisu, H. Codperative Marketing 
of Agricultural Products. Pp. xxii, 479. 
New York: D. Appleton and Company, 
1929. $3.50. 


Professor Comish has been teaching co- 
operative marketing at Oregon State 
College for the past twelve years, during 
which time he has been acting as a director 
and technical adviser to codjperative asso- 
ciations. His book is divided into four 
parts. The first deals with the history and 
the functions of codperatives in thirteen 
major commodities, and contains also a 
chapter each on “Some Marketing Prob- 
lems,” “Coéperative Purchasing,” and 
Miscellaneous Cotperative Associations,” 
taking up, in all, about one-half the text. 
This is followed by Part II, on “Special 
Coiperative Problems,” such as price, 
pooling, advertising, marketing costs, and 
legal problems. General farmers’ organi- 
zations are described in Part III. The 
book concludes with a statement of the 
principles of successful codperative market- 
ing and the progress of this movement. 

In a general work of this kind it would be 
difficult indeed to contribute much to the 
wealth of information already available 
upon this subject. However, Professor 
Comish has carefully gleaned the best from 
all these data, condensed it into “meaty” 
form, and presented it in a clear and inter- 
esting manner. The limitations of space 
have compelled a somewhat brief treatment 
at times. The omission of a detailed dis- 
cussion of the attempts to organize national 
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business codperatives is unfortunate, in 
view of their possibilities under the Agri- 
cultural Marketing Act. The range of the 
work and its critical and constructive treat- 
ment of concrete cases afford a sharply- 
etched perspective of codperative market- 
ing in the United States. Questions and 
problems are appended to each chapter and 
a fine bibliography is given at the end. 

The book is to be highly recommended 
as a text for courses in cojperative market- 
ing, for which purpose it was evidently 
primarily designed. 


: 


F. Breyer 
University of Pennsylvania 


Gotpstetn, B. F. Marketing: A Farmer’s 
Problem. Pp. xiv, 330. New York: The 
Macmillan Company, 1928. $3.50. 


The subject matter of this book is not 
properly represented by its title. It is 
mainly a history of the elevator problem in 
Chicago. From the days when that city 
boasted a population of one hundred thou- 
sand to the present time, there have existed 
conflicting interests in the handling of grain 
through the Chicago market. Laws were 
passed in the sixties regulating the railroads 
and public warehouses of the state. In the 
State Constitution of 1870, through the 
aggressive action of the farm element, sev- 
eral articles were included defining public 
warehouses and the manner in which they 
were to be operated. In the late eighties 
and the nineties, a bitter fight was waged by 
the commission firms of the Chicago Board 
of Trade against the elevators in defense of 
their position in the handling of grain 
through Chicago. 

These problems, in all their varied 
phases, Mr. Goldstein has carefully traced 
and fairly weighed. His training as a law- 
yer, and his experience with the recent 
Illinois Legislative Grain Marketing In- 
vestigating Committee as its Special Coun- 
sel, has admirably fitted him for this field. 
To a large extent the problems have been 
legal in character. The work is brought up 
to the present time, with a review of the 
recent Illinois Warehouse Act of 1927 and 
the present position of the Board of Trade 
regarding the Chicago elevator situation. 

G. Wricut HorrmMan 

University of Pennsylvania 
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Lyon, Leverett S. Some Trends in the 
Marketing of Canned Foods. Pp. 68. 
Washington: The Brookings Institution 
(Pamphlet Series, vol. 1, no. 4), 1929. 
50 cents. 


This pamphlet is a study of hand-to- 
mouth buying, its prevalence, and effects, 
in the canned foods trade. It is largely an 
outgrowth of Lyon’s more comprehensive 
work, Hand-to-Mouth Buying. The scat- 
tered data on canned foods in the larger 
volume have been brought together in com- 
pact form. In addition, the pamphlet 
presents more detailed analysis of the ex- 


periences of individual companies. we ie 
Raven F. 


University of Pennsylvania aa 


Lowie, Rosert H. Are We Civilized? 
Human Culture in Perspective. Pp. xiii, 
306. New York: Harcourt, Brace and 
Company, 1929. $3.50. 

Professor Lowie’s book is a convincing 
vindication of the use of the comparative 
method in anthropology. This method of 
picking and choosing from any people, at 
any time or place, the custom, habit of 
mind, or trick of technique needed to prove 
a special thesis, has come of recent years 
into disrepute. Historical students have 
claimed that a trait so abstracted from its 
cultural setting presented skewed and in- 
exact evidence. But, this is only true 
when the theoretical drive of the compara- 
tive student is either to find fundamental 
laws or inevitable sequences in human his- 
tory, or when the investigator seeks to bend 
the chance-chosen facts of other societies 
into our own patterns. Professor Lowie 
has chosen to document the two points 
which are the legitimate offspring of the 
comparative method—the essentially ran- 
dom, bungling, unequal, lopsided, sporad- 
ically brilliant, habitually imbecile fashion 
in which man solves his problems, and sec- 
ond, how these same problems are so similar 
that the chapter heads, which Professor 
Lowie has piously preserved from the tradi- 
tional monograph form, fit any society 
from the Andamanese to the Greeks. 
With a comprehensive grasp of his material 
which permits the reader to take any spe- 
cial fact without question, the author re- 
lentlessly, jibingly porsents the story of 


= 
he 
all 
‘ot 
re 
iff 
ed 
re 4 
of 
WS 
‘al 
he 
‘al 
Id 
ng 
9. 
y> 
0- 
te 
1g 
or 
ur 
id 
a 4 
b- 
id 
” 
t. ; 
al 
e, 
id 
‘i- 
1e 
1e 
t- 
le 
or 
m 
” 
at 


man’s confused stumbling progress and 
of the dependence of any group of people 
upon their location in time and space. He 
shows how the “higher civilizations’’ bor- 
rowed from the “lower,” how enormously 
the West has borrowed from the East, how 
impossible it is to associate any stage of 
cultural development or special pro- 
ficiency with any racial group. 

The book is not written for anthropolo- 
gists, nor for those students of social history 
familiar with ethnological literature. It 
reiterates points which are the groundwork 
of modern anthropological thought; it 
raises no new points; and it neglects the 
subtler problems of culture to emphasize 
the broad, miscellaneous, general stream of 
cultural development. But, it is a book 
upon which anthropologists will rely to 
educate their students, to enlighten their 
skeptical friends, and to intimidate their 
dialectical opponents who make exorbitant 
claims for any one people’s cultural genius. 
The book will the more readily commend 
itself to the lay reader because Professor 
Lowie has taken the trouble to unearth a 
mass of amusing data about the lamentable 
state of manners and morals in medieval 
Europe. The lack of sanitation and sense 
displayed by our immediate forefather is 
enlisted to prove that human culture is one 
and that no people at any time rank first in 
every trait, even when our narrow cul- 
turally-determined standards are applied. 
The book is written with a spirited attempt 
to syncopate the solid reliable notes which 
Professor Lowie cannot fail to strike, even 
in a venture as gay as Are We Civilized? 

MarGaret 

New York City 


ScHELER, Max. Mensch und Geschichte. 
Pp. 60. Ziirich: Verlag der Neuen 
Schweizer Rundschau, 1929. 6.25 frances. 


Burckhardt, Jacos. Griechische Kul- 
turgeschichi:. Edited by Rudolf Marx. 
3 volumes. Leipzig; Alfred Kriner 


Verlag, 1929. M.17. 


STEINHAUSEN, GeEorG. Geschichte der 


deutschen Kultur. Pp. x, 685. 3rd edi- 
tion. Leipzig: Bibliographisches In- 
stitut, 1929. M.26. 


The study of culture in the forms of cul- 
ture history and cultural sociology is in full 


swing; each succeeding issue of the 
learned journals bears increasing witness 
to this fact. Not only this; the study of 
culture by quantitative methods is similarly 
on the upturn. That this is a valuable 
trend, few would deny; certainly not the 
present reviewer. ‘True it is, however, that 
certain inevitable limitations attend the use 
of the quantitative method, and that these 
limitations are frequently denied by the 
more enthusiastic statisticians. 

The most obvious of limitations is the 
newness of the quantitative (or merely 
numerical?) emphasis. What are we to say 
about the value of culture history for an 
understanding of human nature? Hereisa 
discipline that in the very nature of the 
case cannot proceed quantitatively. Even 
Middletown shows that. How much more 
is this apparent when we focus upon past 
cultures! Are we to disregard entirely the 
vast deposit of material couched in qualita- 
tive terms, or are we to make what use of it 
we can? The depth or shallowness of 
future American sociology depends on the 
answer. 

The volumes under review, of course, 
make no pretensions to quantitative 
method inasmuch as they deal with the 
theory of history and the culture history of 
Greece and Germany. 

Scheler’s Man and History is a reprint of 
an article which appeared in Die Neue 
Rundschau for November, 1926. It is an 
extremely short sketch of certain points 
which the author hoped to develop at 
greater length in his Philosophical Anthro- 
pology (he died in May, 1928, before he 
could complete the latter work), but is none 
the less important. 

The basic idea is the necessity of a history 
of man’s beliefs concerning his place in the 
cosmos, “a history of the ideal-typical 
forms in which he thought of himself and 
his place in the order of being,” as an indis- 
pensable prelude to any intellectual or 
cultural history. 

Scheler lists five of these forms: (1) man 
as sinner, as a constitutionally antisocial 
being, a conception which forms the basis of 
the “that’s human nature” arguments 
against codperative endeavor; (2) man as @ 
rational being distinct from the animal 
world by virtue of his participation in the 
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supersensual Reason; (3) man as a hand- 
minded animal whose central nervous sys- 
tem is different from other animals only in 
degree and not in kind—the homo faber of 
the naturalists; (4) man as “a species of 
predatory ape afflicted with megalomaniac 
delusions as a consequence of the over- 
development of ‘mind’” (Theodor Less- 
ing); and (5) man as the transitional stage 
to the Nietzschean superman, who alone 
gives meaning to history. 

All five of these forms still exert an influ- 
ence on modern scientific thought, as 
Scheler shows, although it must be said that 
the fourth and fifth are at present confined 
to Germany, if one excepts Spengler and 
Friedell, who have recently been published 
in English translation and who represent 
the fourth ideology. To the sober Ameri- 
can scholar all this sounds a bit wild, but 
the significant thing is that Germany, 
Switzerland, Italy, and Spain abound in 
responsible university professors who take 
“the shift in the historical consciousness” 
(a phrase used by the present German 
Minister of Education) quite seriously, and 
who seriously doubt the possibility of an 
objective history in the Rankean sense 
(wie es eigentlich gewesen). Surely the 
sociologist, the arch-objectivist, must sooner 
or later orient himself with reference to this 
new and surprising trend of thought. 

The works of many half-forgotten schol- 
ars are experiencing a revival as a conse- 
quence of this trend. Not least among 
them is Burckhardt’s Cultural History of 
Greece, which for many years has received 
little attention because of certain supposed 
inadequacies in the sources used, in spite of 
the fact that it is admittedly the best total 
portrait of the Greek culture that has ever 
been written. Not only this, it contains 
the best treatment of the sociological 
processes leading to the breakup of the 
Greek world with which the reviewer is 
familiar; not even the more recent writers, 
Beloch, Curtius, Kaerst, and Meyer can 
compare with Burckhardt’s simple yet 
acute presentation. The present edition is 
cheap and excellently bound and printed. 
It deserves a wide sale. 

A work that does not have the plastic 
unity of the foregoing, but which is never- 
theless highly important to the sociologist 
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who really wishes to understand modern 
peoples as well as he thinks he understands 
the Arunta or Urok, is Steinhausen’s Cul- 
tural History of Germany. It is by far the 
best single-volume work to be had, and 
although the present (third) edition is 
highly compressed as compared with the 
1913 two-volume format, very little that is 
essential to the understanding of German 
culture has been omitted. Especially im- 
portant are Steinhausen’s chapters on “The 
Transitional Period” (transition between 
the Middle Ages and early modern times) 
and “The Secularization of German Cul- 
ture as a Result of Foreign Influences.” 
No cultural sociologist who looks beyond 
his own time and culture should neglect this 
book! 

It is to be hoped that the recent shatter- 
ing of the myth of social evolution will lead 
scholars to cease their undue attention to 
preliterates, these supposed representatives 
of earlier stages in our own social develop- 
ment, and will enable them to see Western 
culture in its proper perspective, undimmed 
by Australian analogies and Amerindian 
“prototypes.” 


University of Pennsylvania 
LunpBerG, GrorceE A., Barn, Reap, and 
ANDERSON, Nets. Trends in American 
Sociology. Pp. xii, 443. New York: 
Harper and Brothers, 1929. 


I did not ask to review this book. Al- 
though six of the ten authors were graduate 
students of mine, I think I can be impartial. 
Nine aspects of sociology—theory (by 
Bain), social psychology (by John F. 
Markey), cultural sociology (by Dorothy 
P. Gary), rural sociology (by C. C. Zim- 
merman), urban sociology (by Nels Ander- 
son), educational sociology (by D. H. 
Kulp II), social work (by H. A. Phelps), 
applied sociology (by Read Bain and 
Joseph Cohen), and sociological method- 
ology (by Lundberg)—preceded by an 
introductory chapter on the history and 
prospects of the subject (by Jessie Bern- 
ard), are treated in monographs averaging 
forty-four pages in length. Some readers 
will probably ask why the sociology of reli- 
gion, human ecology, political sociology 
(not much known in this country), biologi- 
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cal sociology, and so forth, were omitted: 
but the editors’ introduction does not en- 
lighten us. The chapter on urban soci- 
ology, as treated, is, however, largely an 
exposition of the human ecology of the 
city. 

This attempt of a group of the younger 
sociologists to set forth “the domains and 
methods of sociology”’ is, I think, worthy of 
close reading. It is to be expected that the 
several chapters would be of unequal merit, 
and there appears to be a lack of unity in 
the mode of treatment. The chapters on 
the history, the theory of sociology, social 
psychology, cultural sociology, and educa- 
tional sociology are handled primarily his- 
torically and analytically, constructive 
summaries being placed at the ends. The 
chapters on rural and urban sociology ap- 
pear to be primarily pleas for the authors’ 
particular schools of sociology, however 
good these may be. The other remaining 
essays combine in different degrees the 
other two methods of treatment. The 
brevity of the treatments, of course, leaves 
much to be desired, but from the volume as 
a whole a pretty adequate conception of 
what is doing in current sociology in 
the United States can be obtained. The 
greatest single weakness is, perhaps, the 
fact now and then more or less painfully 
evident that some of the writers have not 
covered all of the important literature in 
their fields or have not penetrated to the 
depths of its import or detected its funda- 
mental defects and weaknesses. But, 
withal, it is unquestionably by far the best 
thing in sociology in the United States now 
in print. It is almost the only thing of any 
and comprehensiveness. It argues 
_ well for the future of sociology in this coun- 
- try that it should be a younger group that 

has thus taken stock—and that they should 

_ besocritical. It is to be regretted that the 
treatment (with the exception of the paper 
on history and prospects) should have 
dealt so exclusively with theories and so 
little with courses, departments, personali- 
ties, and the politics of the subject; for 
these are the body of sociology, if indeed 
theory be itssoul. But, space and time are 
perhaps good alibis. 


L. L. BERNARD 


Washington University 
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Sorok1n, Pirmrm, and ZIMMERMAN, Care 
C. Principles of Rural-Urban Sociology, 
Pp. xv, 652. New York: Henry Holt 
and Company, 1929. $4.50. : 
Sorokin and Zimmerman’s Principles of 

Rural-Urban Sociology is not exactly the 

sort, of book that the title would lead one to 

exwect. It is primarily a compendium of 
in ormation—chiefly statistical in character 
~ about rural and urban populations, with 

‘special emphasis on the differences be- 

tween the two. We are informed in the 

authors’ preface that, comprehensive as it 
is, this volume is only a summary of a forth. 
coming three-volume Source Book in Rural 

Sociology which they have prepared in 

collaboration with Dr. C. J. Galpin, of the 

United States Department of Agriculture. 
In its general plan and method of treat- 

ment, this book is precisely what one would 

expect from authors who believe that statis- 
tical material and statistical procedures 
should be the chief reliance of social science. 

The data have apparently been collected 

with great industry and thoroughness, and 

they cover the entire globe as completely as 
is possible in the present stage of develop- 
ment of local and national practices of 
registration and publication of social and 
economic data. The data have, further- 
more, been subjected to painstaking critical 
examination, and to various procedures of 
analysis, correlation, and the like. When 
it comes to fundamental explanation, on 
the other hand, reliance is placed almost 
entirely on common knowledge and the 
methods of common sense. One feels that, 
while the material brought together in this 
volume will be invaluable to those under- 
taking research studies in the general field, 
it will be a very difficult book for teachers 
and students to use in ordinary college and 
university classes. More time than the 
usual university course affords would be 
required for even a moderately careful 
consideration of the mass of partially 
digested material contained in this book. 
If the statistics were supplemented by con- 
crete case histories and analyses, more light 
would be shed on the basic processes by 
which rural-urban differences and relations 
are created, maintained, and modified. 
Many of the generalizations formulated 
are so obvious to any moderately well-in- 
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formed person that one can scarcely see the 
necessity for the elaborate compilations of 
evidence by which they are supported. 
The text is marred by crudities of expres- 
sion, and there is some evidence of hast) 
proofreading. There are separate indexes 
for subjects and authors, but the sub‘ect 
index is only moderately comprehensi ‘e. 
As a reference work, this will be a valual 
addition to many libraries. 

Principles of Rural-Urban Sociology ma, 
be cited as convincing proof that there is an 
enormous body of material available for the 
study of rural life and the differences and 
relations of country and city. What is 
needed is reflective scrutiny of the ma- 
terials in their most concrete form, for the 


' sake of establishing more penetrating in- 


sights into the natural processes in terms of 
which they can be understood. 
FLoyp N. House 
University of Virginia 


lispy, Water. Introduction to Contem- 

porary Civilization. Pp. xiii, 272, xix. 

New York: Alfred A. Knopf, 1929. 
Hawkes, Ernest W., and Jouns, Raupu L. 

Orientation for College Freshmen. Pp. 

viii, 310. New York: The Ronald Press 

Company, 1929. $3.00. 

The diversity of materials that may con- 
ceivably be regarded as essential for the 
equipment of “‘aspiring youth of the 
twentieth century” is well illustrated by 
these two recent additions to an already 
large list of so-called orientation textbooks. 

In a series of thirty brief chapters of per- 
tinent information, Dr. Libby exposes the 
freshman to a wide panorama of epitomized 
knowledge. He does very successfully 
what he sets out to do, namely, to enable 
students upon entering college “to trans- 
cend the limitations of their special studies 
and to reach a point of vantage from which 
to survey not merely one phase of contem- 
porary life, but a wide range of its inter- 
related phases.”” The first twelve chapters 
of the book deal with the development of 
various occupations, characteristic of mod- 
en e:vilization; the last eighteen deal with 
“the imponderable elements of contem- 
porary civilization.”” Some very fine chap- 
ters on democracy, nationalism and inter- 
nationalism, and the psychology of research, 
are found in this section of the book. The 
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view can be traced throughout the work. 
Orientation for College Freshmen is a 
somewhat different type of textbook. 


opinion. The book purposes to aid the 
entering freshman in his adjustment to two 


evolutionary or developmental point of 


The problem method is utilized. Sufficient 


materials are given to promote discussion =_—- 
with a view to help the student formulatean 


things: first, the problems relating to col- 
lege life and methods of study; secondly, = =—— 


orientation to life aims, or vocational selec- 
tion. This text should prove stimulating 
and practically helpful to the bewildered 
first-year man. A strong feature of both 
books is the appended list of exercises and 
references, which can be made to serve 
useful pedagogical ends. 
P. HoLBeN 
Dartmouth College 


Donovan, Frances R. The Saleslady. 
Pp. xi, 267. Chicago: University of 
Chicago Press, 1929. $3.00. 

This book is a first-hand account of life as 
seen from behind the counters of our large 
department stores. In a sense, the term 
“‘saleslady”’ gives a wrong impression of the 
contents of the book; it really is a series of 
impressionistic jottings related to the réle 
of women in department stores—buyers, 
supervisors, wrappers, personnel managers, 
customers, and managers’ wives. Indeed, 
if one were to concentrate on the “daily 
observations’’ that dangle obtrusively on 
the end of each chapter, one might be 


tempted to call the book “Dorothy Dix in a — 


Department Store”; or on the other hand, 
if one were to focus on the sentimental 
aspects of some chapters, one could not be 
blamed for some such title as “Beatrice 
Fairfax and Love’s Young Dream.” 

The author has been a participant ob- 
server, as Park aptly notes in the preface, 
but a certain artificiality in her “ participa- 
tion” has not been noted. She went to 
work as saleswoman with the definite inten- 
tion of writing a book about her experi- 
ences; she never really participated at all. 
One could demonstrate this fact by word- 
for-word quotation at many points; there 


was always the consciousness of not belong- 


ing, of being a reader of The New Republic — 


and similar top-loftical journals, of being on 
the outside, looking in. There is a bit too 
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much effort at camaraderie, too much of the 
“us girls” note for it to be fully convincing. 
In short, the book is a hybrid—neither de- 
_ tached observation, nor a genuine record of 
emotions personally experienced. Instead, 
_ we get the feeling that “‘it was all so inter- 
esting’; one is reminded of slumming 
parties surreptitiously indulged in with the 
object of demonstrating one’s broadminded- 
ness by later recounting retouched experi- 
ences to friends as incurably bourgeois as 
- one’sself. Then, too, one can philosophize, 
as the following excerpt shows: “It would 
seem that the fate of the department store 
girl is like that of the rest of the world. 
She meets success or failure, good fortune or 
tragedy; in short, her fate is the common 
fate of all.” 

Now, in spite of all these shortcomings, 
the book is worth reading. The sociologist, 
in particular, can learn a great deal about 
the process of institutionalization that is 
so rapidly counteracting the individuating 
processes of the large city. The depart- 
ment store, as the author rightly points out, 
is one among the many city institutions that 
are becoming communities with rules, 
regulations, beliefs, and conventions which 
discipline and control their members. ‘The 
section on “Songs of the Saleslady”’ is 
especially valuable from this point of view. 
Important, also, is the emphasis on the im- 
portance of gossip as an agent of social 
control; indeed, this is one of the best 
points of the book, and is buttressed by 
literally hundreds of concrete instances. 

In 1920, the same author produced a 
book called The Woman Who Waits, which. 
in the present reviewer's estimation, had 
most of the virtues of The Saleslady and 
practically none of its defects. Let us hope 
that when another book by the same author 
appears that the older model will be fol- 
— lowed, for it is worth following. 

Howarp P. Becker 
University of Pennsylvania 


Huruock, Exvizasetu B. The Psychology 
of Dress: An Analysis of Fashion and Its 
Motive. Pp. viii, 244. New York: The 
Ronald Press Company, 1929. $3.50. 
With the exception of a short chapter on 

the origin of clothes, this book is concerned 

exclusively with the wagaries of fashion. 

—" 
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The analysis of the motives behind fashion 
is not very penetrating. We are told, for 
example, that “fashion is largely a manifes- 
tation of the herd instinct to follow the 
leaders.”’ On the descriptive side the book 
is much richer; it provides entertaining 
illustrations of styles, and traces many of 
them to their historical sources. Much of 
the material illustrates what Tarde called 
the law of the descent of imitation. There 
is a bibliography, but none of the state- 
ments in the body of the text is specifically 
documented, with the result that the book 
takes on a popular character. The profu- 
sion of concrete instances will give the stu- 
dent an indelible impression of the erratic 
course of fashion, but the teacher will need 
to deepen at many points the analysis of its 
origin, spread, and decay. : 
Gorpon W. ALLPorT 
Dartmouth College 


Lyncu, Denis T. An Epoch and a Man: 
Martin Van Buren and His Times. Pp. 
ix, 566. New York: Horace Liveright, 
1929. $5.00. 

In An Epoch and a Man, Denis Tilden 
Lynch has endeavored to give us a picture 
of the life and times of Martin Van Buren. 
The result is unsuccessful, not as a desecra- 
tion, but rather as a desiccation. Mr. 
Lynch has a positive talent for dilution; so 
that as I read these earnest, but tepid pages, 
it was only by an effort that I realized how 
colorful was the panorama he has tried to 
reconstruct. 

Pretty exciting stuff, the struggle be- 
tween Jackson and Biddle over the charter 
for the United States Bank, wasn’t it? 
Not at all! Just an argument between two 
clerks over some petty cash vouchers! 
How about the famous banquet at which 
Jackson proposed the toast, ** The Union— 
it must be preserved!” and cast such panic 
into Nullification ranks? You are a man of 
the world; you know what these after- 
dinner speeches are! The rising tide of 
rancor over the whole slavery issue? 
Aren't they always having arguments in 
Congress and getting themselves hot and 
bothered about something or other? The 
financial panic of 1837? Those were diffi- 
cult times, I guess; and lots of people must 
have found it pretty hard sledding. 
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With the possible exception of the story 
of the anti-Federalist riots at Baltimore in 
1812, the vigor and passion have been pa- 
tiently extracted from those vigorous and 
passionate times by a scholarship without 
imagination and a style without spice. 
Van Buren was not a great man, but his 
importance has been vastly underestimated. 
Accordingly, he needs more than a biog- 
rapher—he deserves an advocate. Mr. 
Lynch has ploddingly done his duty as the 
one; he has failed utterly as the other. 

AuPHonsE B. MILLER 

Philadelphia 


Pet, Joun. Ethan Allen. Pp. xii, 331. 
Boston: Houghton Mifflin Company, 
1929. $5.00. 

The general reader remembers Ethan 
Allen in connection with his famous de- 
mand at Ticonderoga. Mr. Pell, who 
knows Vermont intimately, draws the por- 
trait full length, sympathetically, but 
without prejudice or overemphasis. He 
pares away tradition to its core of fact. 
He refuses to blind himself to the faults of 
this backwoods land owner and soldier. 

The book is written without footnotes, 
but Mr. Pell’s bibliography is extensive and 
he appends a chronology and a set of notes 
which run to thirty-six pages. 

Dovetas L. Hunt 

Birmingham-Southern College 


Mosner, E., et al. Electrical 
Utilities: The Crisis in Public Control. 
Pp. xx, 335. New York: Harper and 
Brothers, 1929. $4.00. 

Even a casual reading of this volume on 
Electric Utilities suggests the thought that 
the authors had a fairly definite, predeter- 
mined opinion favoring some form of public 
ownership for the electric utilities rather 
than private ownership and control by state 
public utility commissions. This opinion 
seems to be confined to the electric utilities 
and apparently does not include all utilities, 
for the telephone utility is cited as one that 
has stood “‘squarely for a policy of public 
service.” The inference, naturally, is that 
the electric utilities have not. 

To one familiar even to a limited extent 
with the real accomplishments of the elec- 
tric light and power industry, it seems evi- 
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dent that this book has been written from a 
viewpoint entirely outside the industry. 
This theory comes to light particularly in 
the chapter on the “‘ Attitude of the Public 
Toward Control,” which is a one-sided re- 
view of the recent Federal Trade Commis- 
sion’s investigations into the publicity 
activities of a number of power companies. 

The first half of the book is devoted to a 
detailed description of the growth of the 
utility system, its method of control, and 
to somewhat heroic interpretations of the 
Supreme Court decisions which have guided 
the lower courts and the public service 
commissions in their decisions. It is found 
that these lower bodies have been guided, 
apparently in error, by the dicta of the 
decisions rather than by what the court 
actually did. 

Holding companies and interstate trans- 
mission of power are discussed at length and 
developed into factors which, taken all 
together, lead the authors to believe that a 
crisis in public control has been reached. 
The dispute in these chapters chiefly re- 
volves around the “prudent investment 
theory” as against “reproduction new, less 
depreciation” as a basis of rate-making, and 
the fear that holding companies have some- 
how introduced a circumvention of public 
control. 

The latter half of the book is devoted 
chiefly to a discussion of several means of 
public control, among which are control 
through state or nation-wide contracts, 
public competition, by a league of munici- 
palities, through a national planning com- 
mission, and finally through national 
ownership. This latter would be accom- 
plished, according to the authors, by devel- 
opment of the present remaining municipal 
systems or by national purchase of all the 
light and power companies as they exist 
today. Even the authors are not overly 
enthusiastic about the practicability of any 
of these schemes. Unquestionably, they 
have leaned backward to throw the maxi- 
mum weight into their arguments. There- 
fore, if read with the appreciation that it 
presents only one side of the case, this book 
can be commended as one carefully pre- 


pared for such a specific purpose. 
Joun A. Dewnurst 
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Leste B. The International 

_ Aspects of Electrical Communications 

tn the Pacific Area. Pp. vi, 282. Balti- 

~‘more: The Johns Hopkins Press, 1929. 
$2.50. 

Dr. Tribolet’s monograph is a systematic 
and well-documented, and, on the whole, 
a useful discussion of the development and 
present status of the electrical communica- 
tions services in the Pacific area, with 
particular reference to the manner in which 
they affect and are affected by the political 
and commercial interests of the United 
States. 

The volume is timely, but it suffers from 
the disadvantage of having been written at 
the moment when the American communi- 
cations companies were most active in 
projects for the unification and extension of 
their services, and before the full scope of 
these plans had been developed. It is to 
be hoped that later printings of the volume 
may include a supplemental chapter on 
these new developments as described and 
forecasted by Mr. Owen Young in his 
recent testimony before the United States 
Senate Committee. 

The discussion would be improved by 
distinguishing more clearly between the 
vital and intense English interest in British 
Empire communications, and the much 
more moderate, and in no way abnormal, 
English interest in communications in 
general, as related to trade development. 
Certain omissions in the volume might also 
have been avoided if the writer had con- 
sulted more freely with responsible officers 
of the communications companies. As a 
particular example, the management of the 
Commercial Pacific Cables is, and has been 
from the beginning, absolutely in American 
hands, regardless of foreign participation 
in the ownership. 


M. C. Rorty 


New York City 
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PrerFFER, ALEXANDER. New York Law of 


Real Estate Brokerage. Pp. xii, 140. 
JN ew York: The Ronald Press Company, 
1929. $4.00. 

_ Mr. Pfeiffer’s book on New York Law of 
Real Estate Brokerage, as the title suggests, 
deals with the New York law as developed 


4 
E AMERICAN ACADEMY 


from adjudicated cases on real estate 
brokerage in the State of New York. 

This book, however, by reason of its 
excellent analysis and diction, and further, 
by reason of the many general and uniform 
principles concerning the law of agents and 
brokers, should be exceedingly helpful to 
brokers in other states in shaping the proper 
attitude and relation of the broker to the 
seller, to the buyer, and also to his fellow 
brokers. 

The volume will be very helpful and 
suggestive to instructors in our universities 
in presenting courses on the subject of real 
estate brokerage. Mr. Pfeiffer’s analysis 
of the subject may readily be followed with 
such modifications as the law of other states 
may require. 

S. Homer Smita 

Temple University 


Hypps, Frank T. Federal Regulation of 
Railroad Construction and Abandonment 
under the Transportation Act of 1920. 
Pp. 82. Philadelphia: University of 
Pennsylvania Press, 1929. 

Sufficient time has elapsed since the 
passage of the Transportation Act of 1920 
to permit an analysis of the policies followed, 
and a survey of the results achieved, by the 
Interstate Commerce Commission in the 
exercise of some of the new powers con- 
ferred upon it by that statute. This 
doctoral dissertation by Mr. Hypps deals 
with what the Commission has done under 
the authority it received to regulate the 
construction and the abandonment of rail- 
way lines. 

The study discusses the legislative pro- 
visions upon which the Commission’s power 
is based, the form of procedure adopted by 
the Commission, the points of conflict 
between state and Federal authority, the 
considerations which have governed the 
Commission in granting or in withholding 
permission to build new lines or abandon 
old ones, and the actual results obtained in 
terms of mileage of railroad authorized and 
mileage abandoned. Mr. Hypps has ob- 
viously studied his problem carefully; he 
has organized his material well; and has 
for the most part presented it in a satis- 
factory manner. 

He believes that Federal control of rail- 
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road construction is highly desirable, and 
thinks that the new policy has already been 
of much benefit. One wonders, however, 
how his study of the virtually arbitrary 
control of economic enterprise by adminis- 
trative commission led him to make the 
statement that “railroad regulations in 
the United States have as their purpose the 
perpetuation of ideals and standards at- 
tained in the field of natural competition.” 
The bibliography, giving as it does only 
the initials of authors who invariably ap- 
pear by full name on the title pages of their 
books, failing to give the places of publica- 
tion of works named, omitting page refer- 
ences which plainly should have been given, 
and listing under “other sources”’ publica- 
tions lacking the most ordinary marks of 
identification, betrays a slovenliness of 
workmanship which in a doctoral disserta- 

tion is inexcusable. 

T. W. Van METRE 


Columbia University 


Henry, Arnotp K. The Panama Canal 
and the Intercoastal Trade. Pp. 108. 
Philadelphia: University of Pennsylvania 
Press, 1929. 

Of the thirty million cargo tons (2,240 
pounds) of commercial traffic through the 
Panama Canal in 1928, ten million tons 
were in our intercoastal trade. Over one- 
half of this intercoastal traffic is oil and 
lumber, moving from the Pacific to the 
Atlantic. The other half is about equally 
divided between East and West traffic in 
general commodities. 

The excess westward tonnage available 
creates serious problems. In spite of 
numerous conferences among intercoastal 
steamship companies, there has been keen 
rate competition for the low-cost westward 
traffic. This has deprived the railroads of 
any significant share in the coast-to-coast 
freight. One western road estimated that 
without increasing train miles or train 
crews it could in ten months have carried 
five hundred thousand additional tons 
west bound; another a million tons. 

The railroads are forbidden to own 
steamships to compete with water routes 
and, under the “long and short haul clause”’ 
of the Act to Regulate Commerce (1920), 
may not reduce transcontinental rail rates 


to permit competition with ships. From 
five hundred reports received from traffic 
managers in nine Middle Western states 
and Pennsylvania, Dr. Henry presents re- 
vealing statistical material on the means of 
transport used to Pacific markets, giving 
their reasons for the selection. The usual 
deciding factor is the rate. With brevity 
and lucidity, he states the problem of both 
the railroads and the water carriers. 

A suggested basis for codrdinating these 
transport facilities has been to transfer 
supervision of the water routes from the 
Shipping Board to the Interstate Com- 
merce Commission. This Dr. Henry does 
not endorse, but he suggests four revisions 
of the laws affecting intercoastal carriers 
by water, the adoption of which would at 
once increase the profits and the security of 
the water carriers and give the railroads a 
fairer share of this traffic. 

C. B. GosHorN 

Philadelphia 


Wricut, Bensamin F. A Source Book of 
American Political Theory. Pp. xi, 644. 
New York: The Macmillan Company, 
1929. $3.75. 

This is a collection of the opinions about 
the state and government held by American 
parsons, politicians, judges, and scholars, 
from the days of John Cotton and Roger 
Williams to the more spacious days of 
Alfred E. Smith and Justice Holmes. The 
selections set forth ideas about government 
rather than theories, since few of them 
present a well-rounded system of political 
philosophy. The chief value of the book 
lies in the fact that it conveniently brings 
together material which is inaccessible to 
all but a few who have the use of extensive 
libraries. 

Lane W. LANCASTER 

Wesleyan University 


Fevrx, and Haron U. 
Readings in the Economie and Social 
History of the United States. Pp. ix, 978. 
New York: Harper and Brothers, 1929. 
$3.75. 

The general organization of this large 
volume is a bit stereotyped, but the selec- 
tions are made with insight and are given 


continuity by introductory passages. The 
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book’s distinctive contribution in its field is 
its emphasis on contemporary economy. 
The automobile, for example, although not 
indexed, is discussed at length. One of the 
best sections is the final chapter of forty- 
two pages on economic imperialism. 
Witt BowDENn 

University of Pennsylvania 


BOOKS RECEIVED 

Age Limitations in Industry: Statements of 
Fact and Opinion. Compiled by the 
Industrial Relations Section, Princeton 
University. Pp. v, 34. Ann Arbor: 
Lithoprinted by Edwards Brothers, 1929. 

Benns, F. Lee. Europe Since 1914. 
Pp. xii, 671. New York: F.S. Crofts and 
Company, 1930. $5.00. 

Brancut, Leonarpvo. Foundations of Men- 
tal Hygiene. Pp. xvi, 277. New York: 
D. Appleton and Company, 1930. $2.50. 

Ngan. A Determination of Gen- 
eralizations Basic to the Social Studies 
Curriculum. Pp. xi, 289. Baltimore: 
Warwick and York, 1929. $3.00. 

Brep, Freperick L., and Ryan, FRaANcEs 

- M. Public Ownership on Trial: A Study 
of Municipal Light and Power in Cali- 

¢ fornia. Pp. xviii, 186. New York: 
New Republic, Inc., 1930. 75 cents. 

Birp, Freperick L., and Ryan, Frances 


_ M. The Recall of Public Officers: A 
Study of the Operation of the Recall in 
California. Pp. viii, 403. 


New York: 
The Macmillan Company, 1930. $4.00. 
Buarr, Waiter A. A Raft Pilot's Log: 
_ A History of the Great Rafting Industry on 
the Upper Mississippi, 1840-1915. Pp. 
$28. Cleveland: The Arthur H. Clark 
Company, 1930. $6.00. 

BRIssENDEN, F. Earnings of Factory 
Workers, 1899 to 1927 (Census Mono- 
graph, X). Pp. xxi, 424. Washington: 
Government Printing Office, 1929. $1.50. 

Bundesamt fiir Statistik. Statistisches 
Handbuch fiir die Republik Osterreich. 
X Jahrgang. Pp. x, 210. Vienna: Ver- 
lag des Bundesamtes fiir Statistik, 1929. 

S.H. Industrials: Their Securi- 

ties and Organization. Pp. vii, 334. 

- Chicago: A. W. Shaw Company, 1929. 

$5.00. 

Capy, Jonn F. Foreign Intervention in the 
Rio de La Plata, 1838-1850. Pp. xiv, 296. 


Philadelphia: University of Pennsylvania 
Press, 1929. $4.00. 

Cuase, Sruart. Prosperity: Fact or 
Myth. Pp. 188. New York: Charles 
Boni, 1929. 

Cuiitps, Harwoop L. Labor and Capital 
in National Politics. Pp. xiii, 286, 
Columbus: Ohio State University Press, 
1930. $3.00. 

Classification (The) of Property for Taxation 
(University of North Carolina Extension 
Bulletin, vol. 9, no. 4). Pp.98. Chapel 
Hill: University of North Carolina Press, 
1929. 50 cents. 

CosENTINI, Francesco. Codigo Civil Pan- 
Americano. Pp. viii, 184. Havana: 
Vox Populorum. $3.00. 

Cu.sert, Jane F. The Visiting Teacher 
at Work. Pp. xv, 235. New York: The 
Commonwealth Fund, Division of Publi- 
cations, 1929. $1.50. 

Davis, Jonn W. Party Government in the 
United States. Pp. 68. Princeton: 
Princeton University Press, 1929. $1.25. 

Davis, Joseph S. The Farm Export 
Debenture Plan (Food Research Institute, 
Miscellaneous Publications, no. 5). Pp. 
x, 274. Stanford University: Food Re- 
search Institute, 1929. $3.00. 

Davis, W. Jerrerson. Radio Law. Pp. 
364, 40. Los Angeles: Parker, Stone and 
Baird Company, 1929. 

Dawson, Ropert M. The Cwil Service of 
Canada. Pp. 266. New York: Oxford 
University Press, American Branch, 
1929. $6.00. 

Durrus, R. L. Mastering a Metropolis: 
Planning the Future of the New York 
Region. Pp. xiii, 302. New York: 
Harper and Brothers, 1930. $3.00. 

Epsrern, C. Supplementary Read- 
ings in Economics. Pp. xi, 455. New 
York: Charles Scribner’s Sons, 1929. 
$2.75. 

Fovex, N. Massmmo. Economia e Corpora- 
tivismo. Pp. 85. Ferrara: S. A. T. E., 
1929. 10 lire. 

FRANKFURTER, and GREENE, 
Natuan. The Labor Injunction. Pp. 
343. New York: The Macmillan Com- 
pany, 1930. $5.00. 

Handbook of Labor Statisvics, 1929 Edition 
(United States Bureau of Labor Statistics, 
Bulletin no. 491). Pp. xiv, 914. Wash- 
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ington: Government Printing Office, 
1929. $1.00. 

faves, Cantton J. H. France: A Nation 
of Patriots. Pp. x, 487. New York: 
Columbia University Press, 1930. $4.50. 

HeppEN, W.P. How Great Cities Are Fed. 
Pp. xvi, 302. New York: D. C. Heath 
and Company, 1929. 

Hu, Joserx A. Women in Gainful Occu- 
pations, 1870 to 1920 (Census Mono- 
graph, IX). Pp. xvi, 416. Washington: 
Government Printing Office, 1929. $1.50. 

I. India’s Political Crisis 
(Johns Hopkins University Studies in 
Historical and Political Science, New 
Series, no. 7). Pp. xvii, 190. Balti- 
more: The Johns Hopkins Press, 1930. 
$2.00. 

Jonnson, Abert A. The Soviet Union at 
Work: Past, Present, Future. Pp. 65. 
Springfield, Mass.: A. A. Johnson and 
Associates, 1929. $15.00. 

Jones, CuesteR L., Norton, Henry K., 
and Moon, Parker T. The United 
States and the Caribbean: American 
Policies Abroad. Pp. xi, 230. Chicago: 
University of Chicago Press, 1929. 
$1.50. 

KereLBey, D. M. A History of Modern 
Times from 1789 to the Present Day. 
Pp. 623. New York: Thomas Y. Crowell 
Company, 1929. $3.75. 

Bruce W., and Smiru, Netson L. 


Economics. 2volumes. New York: The 
Ronald Press Company, 1929-1930. 
$4.00 each. 


labour Legislation in Canada as Existing 
December 31, 1928. (Published by the 
Department of Labour). Pp. iv, 733. 
Ottawa: F. A. Acland, 1929. $1.00. 

larorrE U., Luis F. Concepto Sobre 
Legislaci6n de Hidrocarburos. Pp. 74. 
Bogota, Colombia: Imprenta Nacional, 


1929. 

Crédito Hipotecario. 

Pp. 245. Bogota, Colombia: Aguila 

Negra Editorial, 1928. 

. Jurisprudencia razon- 
ada del Tribunal Superior de Bogotd 
(1917-1923). Pp. viii, 310. 2nd edi- 
tion. Bogota, Colombia: Libreria Amer- 
icana. 

lez, Porter R., and Kenwortuy, 
Marion E. Mental Hygiene and Social 


Work. Pp. xi, 309. New York: The 
Commonwealth Fund, Division of Publi- 
cations, 1929. $1.50. 

Letanp, E. The Taration of 
Intangibles in Kentucky (Bulletin of the - 
Bureau of Business Research, College of b 
Commerce, vol. 1, no. 1). Pp. 50. | fa 
Lexington: University of = 
1929. 50 cents. 

Linpsay, A. D. The Essentials of Dee 
racy. Pp. 82. Philadelphia: Univer- 
sity of Pennsylvania Press, 1929. $1.00. _ 

Lorz, Waurner. Finanzwissenschaft. 
Vol. I, pp. 161-320. 2nd revised edition. 
Tiibingen: J. C. B. Mohr (Paul Siebeck), 
1929. 

Loucks, Wituram N. The Philadelphia 
Plan of Home Financing: A Study of the 
Second Mortgage Lending of Philadelphia 
Building and Loan Associations (Studies — 


graph, no. 2). Pp. 67. Chicago: The : 
Institute for Research in Land Economics 
and Public Utilities, 1929. ; 

Macponatp, Austin F. American City 
Government and Administration. Pp. xv, 
762. New York: Thomas Y. Crowell © 
Company, 1929. $3.75. 

Martinou, Siirvio. Die Autokasko-Ver- 
sicherung in Theorie und Praxis (Volks- 
wirtschaftstheoretische Abhandlungen, 
Heft 10). Pp. 258. Weinfelden: A.-G. 
Neuenschwander’sche Verlagsbuchhand- 
lung, 1930. 14 francs. 

Mautner, Bertram H., Apsorr, W. 
Lewis, et al. Child Labor in Agriculture 
and Farm Life in the Arkansas Valley of — 
Colorado. Pp. 158. New York: Na- © 
tional Child Labor Committee, 1929. 

Nystrom, Paut H. 
2 volumes. New York: The Ronald 
Press Company, 1930. $10.00. 

Paent, Carto. A Proposito di un Tenta-— 
tivo di Teoria Pura del Corporativismo. 
Pp. 15. Turin: Arti = 
Fratelli Pozzo, 1929. 

Picture (A) of World Economic Conditions i 
the Summer of 1929. Pp. xii, 309. New 
York: National Industrial Conference 
Board, Inc., 1929. $2.50. 

Public Schools and the Worker in New Y. ork: 
A Survey of Public Educational Oppor- 
tunities for Industrial Workers in New 
York State. Pp. xi, 80. New York: 
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National Industrial Conference Board, Legislation of the States of the United in 
Inc., 1929. $1.50. States Enacted During the Biennium 1995. | Wa 
Rapparp, Wituiam E. Uniting Europe: 1926 (no. 1). Pp. vii, 583. Washing. Si 
The Trend of International Coéperation ton: Government Printing Office, 1999, 2 
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the Arts, Crafts, and Customs of the Guiana of America (Bureau of Education Bulle. 
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ington: Government Printing Office, cents. 
_ 1929. $1.00. Townsend, Mary E. The Rise and Fall 
SauisBury, The Squareheads: of Germany's Colonial Empire, 1884-1918, 


The Story of a Socialized State. Pp. 168. Pp. xviii, 424. New York: The Mae. 
New Rochelle: Independent Publishing millan Company, 1930. $5.00. 

_ Company, 1929. $1.00. Kart. Karl Marz, Sein 

Sanpers, THomas H. Industrial Account- Leben und Sein Werk. Pp. viii, $82 
ing: Control of Industry Through Costs. Leipzig: Felix Meiner Verlag ” 1999. 
Pp. xiv, 371. New York: McGraw-Hill M.19. 
Book Company, _ Wages and Hours of Labour in Canada, 

SELIGMAN, Epwin R. A., and JoHNsoN, 1920-1929 (Department of Labour, Re- 
Auvin (Eds.). Encyclopaedia of the no. 18). Pp. 103. Ottawa: F. A 

Social Sciences (vol. 1, Aar-Al). Pp. Acland, 1930 
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Pp. xvi, 726. Revised edition. New 
York: Thomas Y. Crowell Company, 
1929. $3.50 

Wuiraker, Joun R. The Organization of 
Chain-Grocery Companies in Relation 
to Scientific Merchandising. Pp. 134. 


Company, 1930. $7.50. 

2 Seymour, Frora W. The Story of the Red 
Man. Pp. xi, 421. New York: Long- 
mans, Green and Company, 1929. $5.00. 

Srecrriep, ANDRE. France: A Study in 
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American Arbitration Association, influence of, 
248, 258; its functions, 274; membership, 274. 

Arbitration Act, Pennsylvania; embodying es- 
sential requirements, 248; passage of, 258; 
survey of, 258-267. 

Arbitration, Commercial, acts of Parliament 
concerning, 252; advantages of, 280-282; ar- 
bitrators better qualified than juries, 267; 
compulsory, 257; developments in United 
States, 253-254; distinction of political and 
industrial from, 248-249; economical device, 
247-248; effect on business standards, 279- 
280; essential elements, 254; in England, 251; 
influence of Civil War, 252-253; litigation, 
mediation, conciliation, 249-250; need for 
uniform laws, 257; origin and growth of 250-— 
251; outline of procedure, 254-255; Pennsy!- 
vania Act, 258-266; statutes existing before 
1920, 255-256; trade associations, 275-279; 
tribunals, 269-273; variations in organiza- 
tions, 272. 

Auctioneers’ and Estate Agents’ Institute 
(English), 89-48; activities of, 40; auction 
mart, 43; benevolent fund, 43; conduct of 
members, 42; examinations, 42-43; functions 
of three general groups, 40; home of, 40; 
membership in, 39, 41; objects, 39-40; officers, 
40; publications, 43; registration bill intro- 
duced, 46; work of, 40, 41. 

Automobile, influence of the, 171-172, 188. 


Blighted Areas, analysis of, in Philadelphia, 135; 
causes of, 135-1386; prevention of, 136-138. 


College of Estate Management (English), 44- 


45; founding of, 45; three types of instruction, 
45. 
Concentration and City Growth, 133-134. 


Evidences of Value, for taxation purposes; ad- 
vocated by commissions, 93; citation of cases, 
93-94; improved statutes necessary, 95; indef- 
initeness of statutory terms, 91; manuals of 
instruction, 91-93; prescribed in statutes, 
88-90; selling price theory, 157-164; varying 
evidences of value, 90-91. 


Farms; overhead costs of ownership, 219-224; 


tenant and owner, 212-218; values and in- 
come, 233-243. 


Foreclosed Mortgages, 219. 


Graded Tax Law, Pittsburgh, an aid in pro- 


moting progress, 144; building rate and land 
rate, fixed by council, 139; critical analysis of 
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operation, 145-156; increase in land well 
140-142; increased building construction, 
139-140; industrial property, 142-148; tay. 
payers favorable to, 143-144. 


Incorporated Society (English), 45-46; attempt 
to introduce registration bill, 46; formation 
of, 45; membership, 45. 

Increment; conclusions substantiated by re 
search work, 70; inadequacy of data, 68; 
social versus investment, 67; speculation, 77- 
80; theory of “ripening uses,’’ 73; unearned 
income, 75-76. 


Labor Unions, 173. 

Land Agents’ Society (English), 43-44; mem. 
bership, 43-44; royal charter, 43. 

Land, Indestructible Properties of, 50-55; 
chemical composition of soil, 53; correlation 
of values with population, price level and 
northward trend, 127-129; definition of, 1; 
importance of classification, 12-15; influence 
of public improvements, 120-132; land plan- 
ning, 15-16; major divisions of, 2; mistaken, 
policies, 13; national policy to conserve values, 
115-119; organic matter, 52-53; powers of 
soil, 51; soil texture, 51-52; value in various 
cities, 68-70; value of, 50. 

Land Value Insurance; departments, 83-84; 
effect on market, 87; experience tables, 82-83; 
how claims are paid, 86-87; methods of opera- 
tion, 84-85; service to developer and pur- 

Malthusian Theory, 207. 


chaser, 85-86. 
Management Corporations, 223-224. 7 
Marketable Commodities, characteristics of, 20. 


National Association of Real Estate Boards, 
effectiveness contrasted with English societies, 
46; important reference work published by, 
10; keynote of program, 47; license laws, 47; 
membership of, 46; realtor, 47. 


Professional Societies, English; Auctioneers’ and 
Estate Agents’ Institute, 39-43; character of 
knowledge required, 44; College of Estate 
Management, 44-45; England and American 
groups compared, 47-48; Incorporated So 
ciety, 45-46; Land Agents’ Society, 43-44; 
professional education, 44; professionalism in 
real estate business, 48-49; proposals for 
registration, 46; Surveyors’ Institution, 38-39; 
what is a profession, 47-48. 
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Property, concept of, 56; attempts to introduce 
single tax, 57; eminent domain, 58; limitations 
to private rights in land, 56-60; public owner- 
ship, 58-59; systematic valuation of, 98; 
taxation, 56-57; zoning, 59. 

Public Utilities, changing significance of, 108- 
113; expansion policies, 112-113; home owner- 
ship and, 109; interdependence of land and, 
106-113; natural resources, 106-108; pricing 
policies of, 111-112; social factors, 113-114. 


Radburn Experiment; important conclusions, 
181; outstanding success, 167. 

Real Estate; as an industry, 26-27; as an invest- 
ment, 24-25; as marketable commodity, 19- 
25; assessing for taxation in Pittsburgh, 139; 
assessment findings, 226-230; basis of urban 
and rural taxation, 225-229; business in Eng- 
land, 33-49; corporate ownership and manage- 
ment, 26-27; decrease in urban values, 175; 
depressing factors, 171-175; development of 
land planning, 15-16; going value, 177-188; 
importance of classification, 14; importance of 
systematic methods of valuation, 103; market- 
ing of, 23; no securities index, 27; overhead 
costs of farm ownership, 219-224; post-war 
development, 170-171; research development 
in, 7-11; scientific approach to valuation, 
97-105; securities exchange, 26-32; study of 
urban and rural taxation, 229-232; tenant and 
owner farms, 212-218; universities engaged 
in investigations, 9-10; various problems, 2-6. 

Real Estate Securities Exchange, the; com- 
mission rates, 29-31; committee on listing, 
28-29; government of, 31; membership, 27; 
purpose and objects of, 27; value of member- 
ship in, 32. 

Regional Planning, growth and spread of, 205- 
206; phases of Philadelphia plan, 203-205. 

Report of Board of Directors, American Acad- 
emy; activities, 283; financial condition, 284; 
membership, 284; publications, 283. 

Research Development; agricultural land, 9; 
benefits of, 7; divisions, 7, 8; important refer- 
ence work, 10; in United States, 7—11; scarcity 
of records, 8; trend toward sounder policies, 8; 
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universities in investigations, 9-10; urban 
land, 9. 
Richardo’s Theory of Rent, 5, 50, 115, 165. 


Securities Exchange; commission rates, 29-31; 
committee on listing, 28-29; government of, 
31; location of, 27; national in scope, 32; pur- 
poses and objects of, 27; qualifications for 
membership, 27-28; stands between owners 
and public, 29. 

Single Tax, 57. 

Surveyors’ Institution (English), 38-39; charter 
granted, 35; classification of activities, 34; 
encourages university work, 37; fees and an- 
nual subscriptions, 37; history of, 34-35; home 
of, 38; junior meetings, 38; membership, 35- 
37; organization and work, 37-38; registration 
bill introduced, 46; right to expel from, 36; 
scholarships, 39; service available, 43; volumes 
of transactions, 39. 


Uniform Arbitration Act, court requirements 
under, 268; passage of, by five states, 258; 
purpose of, 257. 

University Work, encouraged by Surveyors’ 
Institution, 37; in investigations, 9-10. 

Urban Homes; chief obstacles to ownership, 
195-198; tenancy versus ownership, 184-198; 
trend in ownership, 186-188; various forms of, 
185-186. 

'rban Land; a factor of production, 19, 54; as 
an investment, 23-24; characteristics of, 20; 
effect of blighted areas upon, 133-138; factors 
influencing values, 108; guidance in utiliza- 
tion, 199-201; lack of homogeneity, 21; large- 
scale production, 21-22; survey, 165-167; 
use of, 22-23. 


Valuation; attempts at statutory enactments, 
103-104; distinction between “value” and 
“‘valuation,”” 61-66; Illinois tax commission's 
ruling, 104-105; importance of systematic 
methods, 103; legal theories versus facts, 
99-100; reproduction cost theory, 102; Somers 
system of appraisal 100-101; unit basis of, 
97-98; unit-foot as market price, 101-102. a. 
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In January, 1928, The Annals pub- 
lished a number of articles dealing with 
certain phases of Colorado River de- 
velopment. Since that time the Swing- 
Johnson Bill, analyzed in that issue, 
has become a law and many interesting 
developments in connection with the 
building of a dam near Boulder Canyon 
have appeared. The papers presented 
in this supplement were read, in part, 
at the annual sessions of the Academy 
Center at Los Angeles last May. 
They have been revised somewhat and 
brought down to date, so that those 
who have been interested in this great 
national development may continue 
their study of the Colorado begun in 
January, 1928. 

To many who do not know intimately 
the water and flood problems of the 
great Southwest, the Colorado River 
legislation appears a successful attempt 
to get from the Federal Government a 
large appropriation for local develop- 
ment, i.e., something in the nature of 
“pork.” To those who live on the 
Pacific Coast this view is abhorrent and 
most unfair. 

Californians, for instance, see in this 
Colorado development a tremendous 
excursion into the realm of regional 
planning. Such planning requires a 
codperative enterprise on the part of 
the National Government, seven states, 
and a goodly number of cities in one of 
these states. In its lowest terms, the 
problem may be stated thus: “Can a 
great river, now a menace and threaten- 
ing periodical disaster in times of high 
water, be harnessed for all time and 
become the most potent instrument of 
human welfare in all the great South- 
west?” These same people believe 


they are asking nothing from the 
Federal Government except the per- 


> 
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mission to go ahead and the temporary 
loan of our national credit. It is as- 
sumed by everyone in the Southwest 
that the people of the region themselves 
will pay all the costs of the Colorado 
development. Thus, they feel that not 
only are they not asking for subsidy, 
but rather for the mere opportunity to 
help themselves. 

The problems that lie in the field of 
this great river development are many 
and profound. All would be relatively — 
simple if these were merely engineering _ 
and construction tasks such as are 
found in ordinary dam building. But _ 
a tremendous silt problem intrudes it- 
self upon the engineers; an equating of 
the flow of a great river not only for 
flood control and irrigation purposes, — ‘ 
but for power and domestic water de- _ 
velopment as well; political and sec-— 
tional difficulties in seven sovereign (?) 
states; and, in addition, legal questions — 
which go to the marrow of our federal 
system of national and state relations. 
Besides all these, the controversial sub- 
ject of governmental development and — 
operation of hydro-electric powerlikens = 
this problem to the perhaps better 
known Muscle Shoals controversy, 
Thus, private corporations and local 
governmental units have been brought __ 
face to face at Washington and the pros) 
and cons of public ownership and opera- 7 
tion have been read into the record. 
Besides problems of engineering im- 


portance, this Colorado River question 
has raised many problems of law; of 
national and interstate relations; of 
local, regional, economic, and social 
needs; and of ad hoc authorities to 
prosecute improvements extending be- 
yond municipal borders. State pride 
and State rights have necessitated 
innumerable conferences among rep- 


q 


vi 


resentatives of seven states on the 
subjects of both water and power al- 
locations. The final stages in these 
conferences have been proceeding in 
Washington, with the Secretary of the 
Interior as the general and final arbiter 
in the struggle between the states 
themselves and between governmen- 
tal agencies and private power corpo- 
rations. 

Once the decisions of the Secretary 
are made, it is assumed that the Federal 
Government will proceed to erect a 
dam at, or near, Boulder Canyon in 
accordance with the provisions of the 
Swing-Johnson Act. There remains 
the possibility that Arizona will resort 
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to the courts to test the constitution- 
ality of that legislation. When this 
matter is disposed of with the retire- 
ment of Arizona from its position as ob- 
jector, the construction of an aqueduct 
from the Los Angeles area to some point 
on the Colorado will also proceed in 
dead earnest and a part of the Colorado 
will be brought to Pacific Coast cities, 
pumped by power generated at Boulder 
Dam hundreds of miles distant. This 
project challenges the imagination and 
inspires the hopes of millions in the 
great Southwest. It assumes national 
importance because of the issues in- 
volved over such a wide area. 

C. A. Dykstra. 


_ 
( 
— 
a e 
a 
- 
th 
| 


Community Development in the Southwest as 
Influenced by the Boulder Canyon Project 


By E. F. ScatrerGcoop 


Chief Electrical Engineer and General Manager, Bureau of Power and Light, Department of Water ; 
and Power, Los Angeles, California 


HE semi-arid Southwest, with its 

constantly changing atmospheric 
colorings and its rugged topography, its 
mesa slopes, beautiful valleys, and 
coastal plains, and its deep-cut canyons 
exposing the rocks of all ages, is quite 
as distinctive as any section of the 
earth, not excluding Spain and Italy; 
and, it seems, is destined to become a 
center of culture and of economic ac- 
tivity. Little wonder that the Indian 
of this section was notably a silent man, 
eloquent, and true to the Great Spirit 
that controlled his emotions. 

During the period of occupancy of 
this territory by the aborigines, fol- 
lowed by the Spanish rule with its mis- 
sions and romance, and later by the 
more hardy pioneers from the north 
under the rule of our own country, the 
more populous communities were to 
be found, until recently, in the valleys 
along the natural water courses. Their 
wants were quite fully supplied by the 
uses made of the water and other natu- 
ral resources found within close range 
of their settlements. 

Until the city of Los Angeles reached 
a population of one hundred and sixty 
thousand, its water supply was readily 
and amply provided from the Los 
Angeles River watershed. Then it 
became evident to men of vision that 
an additional and much larger water 
supply must be brought in from some 
distant source, as otherwise the city’s 
growth would be limited to a popula- 
tion of possibly five hundred thousand 


people 


IMPORTANCE OF POWER — 


It is true of the whole Southwest, as > 
well as of Los Angeles, that the mean A, 
of opportunity for human habitation is 

the extent to which additional supplies = 
of both water and electric power of a ia 
permanent and reliable sort may tin 
made available at reasonably low costs. © 
That this condition prevails with re- _ 


spect to water is generally understood, __ 


appreciated. 
and expansion in the Southwest is _ 
dependent on electric power is a fact © 
so clearly apparent as to necessitate no — 
detailed explanation. Possibly, how-— 
ever, it is not so generally recognized 


domestic and irrigation uses are, ina 
great measure, dependent upon the 
availability of electric power. . 

There are some sections in the South- 
west in which the water required for 
agriculture, in excess of the natural — 
rainfall, and that required for domestic 
use, may be secured through gravity 
systems, and hence without the use of 
electric power for pumping; but, gener- | 
ally speaking, the water supply of the 
Southwest for all purposes is depend- 
ent in considerable part on electric 
power for pumping under normal 
weather conditions. During periods 
of low rainfall and low stream flow 
these water supplies are dependent to 
an even greater extent upon the use of 
electricity. As the development of the 
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Southwest proceeds and the available 
water sources are more completely 
utilized, the extent and reliability of 
water supplies for irrigation and do- 
mestic uses will become more and more 
dependent upon electric power. 

The assurance for the future of 
abundant supplies of water and electric 
power are matters of community inter- 
est; and the acquisition and conveyance 
of these over long distances—for 
example two hundred and fifty miles in 
the case of the present supply of the 
city of Los Angeles—sometimes re- 
quires both community action in the 
establishment of the projects and com- 
munity credit for financing them. 
This is particularly true of a water 
supply because essential economies re- 
quire such aqueducts to be built of the 
ultimate proposed capacity, resulting 
in heavy carrying charges for a period 
of years during the development of the 
community up to the point of using a 
substantial part of the aqueduct’s 
capacity. The unit cost of water 
delivered through aqueducts of such 
length and of small capacity would be 
prohibitive. 


How small, of all that human hearts endure, 

That part which laws or kings can cause or 
cure! 

Still to ourselves in every place consign’d, 

Our own felicity we make or find. 


These lines of Oliver Goldsmith, 
with their characteristic human touch, 
are expressive of a great and lasting 
truth; but the poet did not conceive of 
great communities being supplied 
their necessities through water and 
electric power brought from distances 
as great as from Land’s End to Scot- 
land or from London to his city of 
Dublin. 

Great water projects like these are 
generally accompanied by opportuni- 
ties for the development of electric 
power, and become economically feas- 
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ible for community action because of 


this dual character. Communities are 
justified in financing such projects 
because of the added wealth in taxable 
property resulting concurrently with 
the establishment of the project and 
the realization of the corresponding 
increases in industrial and commercial 
activities. 

Such justification has been clearly 
demonstrated by the development 
following the construction by the city 
of Los Angeles of its Owens River 
Aqueduct, a joint water and power 
project. Furthermore, it is clear that 
private capital is not justified in such 
undertakings as numerous other com- 
munities in California, most of them at 
the time supplied by privately owned 
companies, have found it necessary to 
provide for their future in like manner. 
Notable examples are the city of San 
Francisco, the East Bay cities (located 
east of the San Francisco Bay), acting 
jointly because no one city’s require- 
ments were of sufficient magnitude 
economically to justify an aqueduct, 
and many cities of southern California 
acting jointly through the Metropoli- 
tan Water District of that section. 


ADVANTAGES OF THE PROJECT 


The Boulder Canyon Storage pro- 
ject, located on the lower Colorado 
River, proposed to be constructed by 
the Federal Government, will result in 
protecting from possible destruction by 
floods the great Imperial Valley and 
other districts along the river below. 
It will also result in the conservation of 
the flood waters for additional irriga- 
tion and domestic use and in the devel- 
opment of a large block of hydro- 
electric power, probably equaling 
600,000 firm horsepower or 1,000,000 
peak horsepower at sixty per cent load 
factor. 

The Boulder Canyon Project Act 
provides that the Secretary of the 


4 
] 
a? 
4 


Interior shall enter into reliable con- 
tracts for power and for water sufficient 
to guarantee to the Federal Govern- 
ment the return of its total investment, 
with interest, before any expenditures 
for construction can be undertaken. 
The fact that it is a joint water and 
power project makes this entirely feas- 
ible; hence, there will be provided flood 
protection without cost to the tax- 
payers. This is a project involving 
diversified interests of two nations, and 
many states and communities. Of 
such projects, Owen D. Young has said: 

Where vast rivers either on international 
boundaries or within the United States 
require development for several purposes 
such as navigation, irrigation, and flood 
control, as well as for power, there arises a 
new kind of question which is wholly un- 
related to the old controversy of Govern- 
ment versus private ownership. 


Justification for the establishment 
of a great water and power project like 
the proposed Boulder Canyon project 
is dependent on two principal factors: 
(a) the engineering feasibility and the 
reasonableness of cost of the project 
itself in proportion to the amount of 
resources made available; and (b) the 
sufficiency and permanency of the 
demand for such resources. 
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It was evidently essential, therefore, 
that reliable information, respecting 
the extent to which the project would 
influence development in the South- 
west and the extent of the resulting 
market for the water and power, should 
be available for the information of the 
Southwest and as a basis of proof to 
Congress that the project would be 
financially sound and self-supporting. 
Accordingly, in 1925 the Power and 
Light Division of the Department of 
Water and Power of Los Angeles made 
a comprehensive survey, followed by 
more recent checks, covering the terri- 


ComMMUNITY DEVELOPMENT IN THE SOUTHWEST 


tory that may be described as immedi- 
ately adjacent to the Boulder Canyon 
project, including southern California, 
southern Nevada, and Arizona. 

First, there was determined for a 
period of years past the value of prop- 
erty throughout the whole area and its 
several parts; the annual gross produc- 
tion of industry through agriculture, 
mining, and manufacturing; the 
amount of electric power and water in 
use; and the extent of commercial ac- 
tivity. Then the research was carried 
on through the use of trend curves, with 
many checks, for the determination of 
the probable normal future develop- 
ment in each of these several activities 
for the various natural subdivisions 
of the whole area studied. These 
quantitative results were then adjusted 
upward to correspond to the influence 
resulting from the utilization of the 
Boulder Canyon water and power. 
This particular line of research deter- 
mined not only the probable increase in 
industrial activity as a whole, but also 
the relation that would maintain be- 
tween the several lines of industry, 
between industry and commerce, and 
their combined relationship with re- 
spect to the amount of electric power 
and water used. ‘The trend indicated 
a satisfactory balance between all of 
these for the future. 

In order that there may be assurance 
of permanency in the activities of a 
community, as well as immediate suc- 
cess and prosperity, there must be a 
reasonable balance between commerce, 
manufacturing, and agriculture. It is 
often said that a seaport must have a 
back country. It is equally true that 
certain allied manufacturing industries, 
large and small, are quite essential to 
one another if competition is to be met; 
and that manufacturing as a whole is 
dependent on nearby agriculture, as 
most of the required foodstuffs cannot 
be hauled long distances, nor subjected 
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_ to numerous commissions, if competi- 
tion is to be met in our national and 
world markets. 

The city of Los Angeles launched its 
present Owens River Aqueduct as a 
joint water and power project when its 
population was but 160,000. Now its 
population is approximately 1,400,000 
and its water supply sufficient for two 
million people for domestic purposes. 

Instead of following the more usual 
course of trying to make a profit out of 
its power opportunities and allowing 
its surplus water to remain unused, the 
city of Los Angeles has provided for 
_the use of its surplus water for intensi- 
fied farming within its limits, pending 
_ the occupancy of such areas for city 
_ purposes, and has distributed the 
hydro-electric power from along its 
aqueduct at low rates for the en- 
-couragement of industry and to make 
electricity a servant instead of a luxury 
in its domestic and commercial life. 
The result has been a tremendous in- 
crement in the total wealth and in the 
industrial activities of the whole Los 
Angeles metropolitan area. 

The first blocks of hydro-electric 
power from the city’s aqueduct plants 
became available twelve years ago. 
During these twelve years the total 
property values in this section have in- 
creased to more than three times their 
value in 1917. Furthermore, indus- 
trial and commercial activities have 
; increased in even greater proportion 

than the property values in the whole 

district. It should be noted, also, that 
the business of the privately owned 
_ electric utilities, as well, has increased 
in greater proportion than the wealth 
of the communities as a whole, and 
_ with this increase in utility business has 
- come a marked increase in the value of 
_ private utility securities of the section. 
The history of the Owens River 
project of Los Angeles has proved a 
valuable guide in forecasting develop- 
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ment in the Southwest resulting from 
the Boulder Canyon project. The 
underlying data and conclusions made 
available by the general survey have 
served as a basis of testimony before 
the House and Senate Committees of 
Congress and of a report submitted to 
the Colorado River Board, of which 
General William L. Sibert is chairman. 
They have convincingly shown that 
the project is financially sound because 
of an adequate and permanent market 
for water and power at prices sufficient 
to repay the Federal Government its 
investment, with interest. 

The study further shows that the 
total wealth, based on one hundred 
per cent assessed property values, of 
the territory adjacent to the Boulder 
Canyon project approximated eleven 
billion dollars in 1924; and that the 
increase in wealth corresponding to 
putting to use the power from Boulder 
Canyon project, and a corresponding 
portion of the conserved water for 
agricultural and domestic uses, should 
equal twelve billion dollars. The in- 
crease in gross annual output of all 
classes of industry, large and small, 
corresponding to such an increase in 
property values and use of power would 
be four billion dollars; assuming an 
average net earning of ten per cent of 
the gross, this would mean an increase 
in annual net revenues of four hundred 
million dollars. Such economic values 
are little realized generally. By com- 
parison, how small is the estimated cost 
of the proposed Boulder Canyon devel- 
opment, as a whole, and how compara- 
tively insignificant are the possible 
direct revenues that may or may not be 
secured through taxation of such a 
development. 


EFFECT ON THE COMMUNITY 


The assurance that such a project 
will be constructed has an immediate 


effect on the wealth of the community, 
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a through stimulating the es- 
tablishment of new industries in antici- 
pation of the completed project, and, 
secondarily, because of the immense 
sums of money spent for labor and ma- 
terial during the construction period. 
The cost of the main projects in con- 
nection with the proposed Boulder 
Canyon development, including reser- 
voir, power plant, electric transmission, 
aqueduct for domestic water, and all- 
American canal, will equal approxi- 
mately three hundred million dollars. 
The cost for local distributing systems 
and other facilities for the utilization 
of the water and power is roughly esti- 
mated at two hundred and twenty-five 
million dollars; and the expenditures 
will justify a considerable increase in 
population and in industrial develop- 
ment preparatory to the more perma- 
nent conditions resulting from the 
completed project itself. 

Furthermore, the general survey 
described shows conclusively, from 
experience, that great projects affecting 
large areas result in a proportionally 
greater degree of progressive develop- 
ment in the territory that is least de- 
veloped than elsewhere; and this, in 
turn, brings economic benefits and con- 
veniences to the farmer and tends 
toward the establishment of appropri- 
ate industries in the rural sections. 

The strength of a nation rests largely 
on the efficiency and thrift of the 
farmer and the mechanic, and one of 
our greatest national problems is to 
bring these closer together economi- 
cally. ‘This can be done most effec- 
tively, if not solely, through the general 
distribution of electric power at 
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ency should result in increased degree 
from the Boulder Canyon project. 7 
During the year 1900, while head of — Ae 
the Department of Electrical Engineer- _ 
ing at the Georgia School of Technol a 
ogy, the writer urged on the people of 
Georgia that they were depleting their 
soil and making a mere living for want 
of the economic advantage of appro- 
priate local factories. Later, while 
Secretary of the Interior, Franklin K. 
Lane, who thought much of the public _ 
interest, pointed out that the two > 
great opportunities for development of 
national importance were in the South 
and the Southwest: the South, through 
drainage, improved farming methods, __ 
and the establishing of factories for 
the utilization of its raw materials; and 
the Southwest, through the develop- | 
ment of projects on the Colorado a 
River. Both of these great under- i 
takings which he so clearly visualized — 
are now being realized. 
The influence of the Boulder Canyon 
project on community development in _ 
the Southwest, as here presented, is 
based on a study in economics; but, 
after all, the great purpose that has 7 «" 


prompted Congress and the people now — 7 


costs in rural sections, and such a we 4 


living in the Southwest is not the 
creation of wealth as such, but the es- 
tablishment of conditions which will 
afford opportunity for the existence, in 
a prosperous and happy state, of addi- 
tional multitudes of people in that © 
section. ‘The real purpose is oppor- 
tunity for human existence and human 
welfare. ‘The Boulder Canyon project 
is sound and will provide such op- 
portunity. 
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; importance of, and necessity 
for, codperative development of 
- available water supplies by com- 
- munities of southern California is 
_ strikingly accentuated by the following 
fact, as expressed by former State 
Engineer Paul Bailey in Bulletin 12 of 

i 4 the Department of Public Works: 
' California, southerly from Tehachapi 
: Pass, embraces twenty per cent of the area 
of the state that is favorable for human 
habitation, while but little over one per 
cent of the state’s waters, exclusive of the 

Colorado River, are tributary thereto. 


This insignificant fraction of the 
waters of the state is at the present 
_ time supporting a population of 3,100,- 
000 people, not including Imperial 
County, representing fifty-seven per 

- cent of the population of California. 
_ That such a meager resource could have 
_ been developed so proficiently and with 
; such frugality as to maintain so large 

a concentration of people is evidence 
a of the skill and resourcefulness pos- 

_ sessed by those engineers and officials 
who have furnished this rapidly in- 
creasing population with water. 

The development which has been 
possible to this time could not have 
occurred without the fortunate existence 
of enormous underground reservoirs 
from which accumulations of water 
throughout ages in the voids of under- 
lying gravel beds are being drawn upon 
to supply the needs of the present 

- generation. These priceless reservoirs 
lie beneath the San Fernando, San 
- Gabriel, Pomona, and Santa Ana 
_ River valleys, and also in lesser mag- 
_ nitude under the western and southern 
coastal plains of Los Angeles county. 


Metropolitan Water Distribution in the 
Los Angeles Area 


By FRANKLIN THOMAS 
Vice-Chairman, Metropolitan Water District of Southern California, Pasadena, California 7 


Cyclic variation in the rainfall of this 
region occurs in alternate above and 
below average periods of eleven or 
twelve years’ duration each. During 
the years of above normal precipita- 
tion, replenishment of ground waters 
takes place to a certain extent, but 
present-day extractions are in excess 
of the safe average yield and the sur- 
plus is being depleted. In recent years 
this replenishment has been aug- 
mented by spreading flood flows at the 
mouths of canyons upon débris cones, 
thus making larger areas available for 
percolation. It is found that from 
three to four cubic feet per second of 
water per acre can be put underground 
by directing the flow into closely made 
furrows. 

The limitations of supply from local 
sources have been foreseen during a 
number of years and the necessity of 
reaching out to distant sources has 
appeared to be unavoidable. The 
only large unutilized source of water 
supply available to southern California 
is the Colorado River. In contempla- 
tion of water diversion from that river 
to this region, some of the farsighted 
officials of Los Angeles and the adja- 
cent cities recognized that a new basis 
of procedure would be necessary to 
accomplish a project of such magnitude 
and formed the Colorado Aqueduct 
Association. Furthermore, while the 
developments of local sources had 
been characterized by competitive ri- 
valry, frequently involving costly but 
often fruitless litigation, it was deemed 
highly important that in bringing a 
new supply of water to the Los Angeles 
ee area the greatest eco- 
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nomic advantage would result from 
having the whole area participate in 
both the costs and the benefits. 


METROPOLITAN WATER District Act 


Prior to 1927, there did not exist a 
workable statutory basis for codpera- 
tion between cities on such projects. 
The state legislature in 1927 adopted 
an enabling act drafted by W. B. 
Mathews, of Los Angeles, and James 
H. Howard, of Pasadena, and spon- 
sored by the Colorado Aqueduct Asso- 
ciation, outlining the prodecure for the 
organization of a Metropolitan Water 
District and prescribing the scope and 
manner of accomplishing its operations, 
as well as the powers and duties of its 
governing body. 

The act provides for the inclusion 
of incorporated municipalities and also 
territory incorporated only as a water 
district for the purpose of developing, 
storing, and distributing domestic 
water. All powers, privileges, and 
duties vested in, or imposed upon, any 
district formed under this act shall be 
exercised and performed by a board of 
directors. The board of directors shall 
consist of one representative from each 
municipality comprising the district, 
appointed by the executive officers of 
the respective municipalities, and each 
representative is entitled to cast one 
vote for each ten million dollars, or 
major fractional part thereof, of as- 
sessed valuation in his city according 
to the county records, with at least 
one vote. The act also provides that 
no city shall have votes exceeding fifty 
per cent of the total of all members. 
Any city having an assessed valuation 
of two hundred million dollars or more, 
at its option, may appoint one ad- 
ditional representative for each two 
hundred million dollars of such valua- 
tion, but the vote of any city shall be 
cast as a unit. 

The district, among its powers, shall 
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be authorized to acquire, hold, and 
sell property of any kind; also to ac- 
quire, construct, and operate any works 
necessary or convenient to the exercise 
of its powers in any location. It shall 
have power of eminent domain for the 
condemnation of private property ex- 
cept water stored behind any flood 
control dam, water, and water rights 
already in beneficial use, and power 
plants devoted to public use. The 
district may levy taxes with the pro- 
vision that aside from a tax levied to 
meet bonded debt and interest thereon 
the amount shall not exceed five cents 
on one hundred dollars assessed valua- 
tion. The district is empowered to 
issue bonds following authorization 
by a majority vote of the electors vot- 
ing upon the proposition. The district 
may join with other public corpora- 
tions for carrying out any of its powers 
and may contract with such public 
corporations for financing projects. 

Each city within the district shall 
have a preferential right to purchase 
from the district for domestic use a 
portion of water from the district in 
the ratio of its assessed valuation to 
that of the whole district. 

Annexation of new territory to the 
district is by a vote of such territory 
and at the discretion of the board of 
directors of the district. The board 
may fix the terms and conditions of 
annexation to the end that burdens 
including bonded debt shall be equi- 
tably distributed, having due regard to 
benefits. The act also provides a 
procedure for the withdrawal from the 
district of any city which may have 
become a part of it. 


METROPOLITAN WATER DISTRICT OF 


SOUTHERN CALIFORNIA 


In the late summer of 1928, the 
organization procedure was undertaken 
and the proposition of joining the dis- 
trict was submitted to the voters in a 
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number of cities at the presidential Sierra Madre Mountains, enumerated 
election in November. The vote was the following quantities: Los Angeles p 
overwhelmingly favorable in Los An- River Basin—139 second feet; Owens ol 
geles, Pasadena, Glendale, Burbank, River Aqueduct—400 second feet; or Ww 
Beverly Hills, Santa Monica, San about 540 second feet, which was se 
Marino, San Bernardino, Colton, Ana- estimated by them to be adequate for te 
~ heim, and Santa Ana, eleven cities in the city of Los Angeles of present ac 
all. The proposition was submitted, boundaries until 1940. The foregoing, 
but not approved, in Glendora and supplemented by the definitely limited of 
- Orange. available water of the rest of the county pl 
_ The present composition and pro- estimated at 400 second feet, brought A 
portionate representation of the dis- the total to 940 second feet continuous th 
trict is shown in the following table: flow, whereas it was stated that to de 
ta 
METROPOLITAN WATER District OF SOUTHERN CALIFORNIA to 
January 1, 1929 ac 
wi 
=< D. 
alee City Assessed Percentage = — Votes on fil 
Valuation of District the Board pl: 
$23,393,795 1.03 1 2 for 
59,412,840 2.61 1 6 
1,863,559,210 82.02 10 40 ms 
‘Santa Monica.................... 63,923,940 2.81 1 6 
14,607,065 .643 1 1 ba 
: San Bernardino................... 18,239,928 803 1 2 or 
2,168,099 .106 1 1 col 
$2,272,070,607 | 100.00 20 80 dif 
tio 
The cities comprising the district at serve the metropolitan portion of the the 
present have an aggregate population county adequately until 1933 without Co 
estimated at 1,850,000. The whole of overdraft would require 1,315 second dre 
Los Angeles and of Orange counties, feet. ‘This metropolitan area by 1950 all 
together with the cities of San Bernar- would require 1,870 second feet, or the 
dino and Riverside counties, situated about twice the amount which is now rel 
this side of the Beaumont divide, and provided. One second foot flowing adj 
which may be regarded as prospective- continuously represents approximately 
ly part of the ultimate Metropolitan 730 acre feet per annum. The 940 
Water District, have a present popula- second feet continuous flow represents ; 
tion of 2,640,000. 685,000 acre feet per annum, in com- anc 
The report of Messrs. Hill, Lippin- parison with 1,359,000 acre feet es- Is T 
cott, and Sonderegger in 1924, on the timated annual water requirement in bar 
available and potential supplies of wa- 1950 for the metropolitan area of Los 1] 
ter for Los Angeles county south of the Angeles County. Rive 
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A quantity of 1,359,000 acre feet 
per annum requires a continuous flow 
of 1,870 second feet, in comparison 
with present available supply of 940 
second feet. The deficiency amounts 
to a flow of 930 second feet, or 674,000 
acre feet per annum. 

The aggregate deficiencies in water 
of the present supplies of this com- 
prehensive metropolitan area of Los 
Angeles and vicinity, compared with 
the amount necessary for unrestricted 
development by 1950 as shown in the 
table on p. 8, are almost exactly equal 
to the 1,500 second feet, or 1,090,000 
acre feet per annum, of Colorado River 
water which the Metropolitan Water 
District of southern California has 
filed upon for diversion to the coastal 
plain. 

The application for diversion is made 
for domestic water, which does not 
involve service exclusively within mu- 
nicipal boundaries. Domestic water 
may be defined as water used within 
urban developments and upon subur- 
ban areas not over one acre in extent, 
or where the cultivation is not on a 
commercial basis. The rapid conver- 
sion of former agricultural lands into 
urban and suburban properties makes 
difficult a distinction between irriga- 
tion and domestic water uses. 

The compilation just made indicates 
that if the proposed diversion from the 
Colorado River were all used for sharply 
drawn domestic classifications it would 
all be needed within two decades from 
the present time, if local supplies were 
released to permit full development of 
adjacent agricultural lands. 


DISTRIBUTION 


The foothill region from Redlands 
and San Bernardino to Santa Monica 
is relatively free from obstructions and 
barriers. The almost unbroken con- 


'Including Orange, San Bernardino, and 
Riverside counties. 


tinuity of the coastal plain from Santa | 


Monica to the plain of the Santa Ana | 


River, with numerous passes from the 
foothill valleys, affords topographical 
conditions which are very favorable for 
water distribution on a large scale. 


The range of altitude covers from — 


fifteen hundred feet above sea level, 
which would include practically all of 
Redlands, to sea level. The contour 
1,000 is followed toward the south 
closely by the Gage Canal easterly 
from and above Riverside. Contour 
1,000, if followed westward, leads from 
Colton through Ontario, San Dimas 
and along the base of the Sierra Madre 
Range above Glendora, Azusa, Monro- 
via, Sierra Madre, and in the general 
vicinity of Washington Street, P 

dena. The greater portion of Glendale 
lies below the 750 contour, and much of 
Hollywood and Beverly Hills below 
contour 500. The upper entrance to 
Santa Ana Canyon near Prado is ap- 
proximately at elevation 450, and the 
pass at Whittier Narrows between the 


Montebello and Puente Hills is at — 


elevation 200. Santa Ana, Fullerton, 
Santa Fé Springs, and Montebello lie 
below elevation 250, which passes near 
Ninth and Main Streets, Los Angeles. 

Among the cities not now a part of 
the district, but giving consideration 
to possible annexation to it, is San 
Diego. This city, like most others in 
southern California, has experienced 
an increased use of water along with 
multiplying population, which has 
been met only by virtue of unusual 
persistence in conserving the runoff 
of a meagerly productive watershed. 
The comparative isolation of San 
Diego, in contrast to the generally 
compact relation of the metropolitan 
region near Los Angeles, introduces 
large, but not serious, construction 


problems and materially added cost for — 


ral 
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any water which may be diverted to — 


it from the Colorado River Aqueduct. 
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If the aqueduct should pass beneath 
the Beaumont Summit, a lateral con- 
duit from the vicinity of Moreno at an 
elevation somewhat above elevation 
1,500 leading to San Diego would be 
approximately one hundred miles in 
length and would feed the University 
Heights Reservoir at elevation 400. 
Such a line would lie to the east of 
Perris and Lake Elsinore, west of 
Escondido and Lake Hodges, but on a 
hydraulic grade nearly 400 feet above 
the latter reservoir. 


TERMINAL RESERVOIR REQUIREMENTS 


An aqueduct three hundred and 
fifty or more miles in length, as will 
be the Colorado River Aqueduct, should 
have regulating reservoirs at several 
intervals on its line, but particularly 
critical is the necessity for terminal 
storage to carry through periods of 
seasonal fluctuation or of interrupted 
flow. The minimum provision of stor- 
age desirable would be for three months’ 
summer demand, which runs about one- 
third greater than the average for a 
year. The flow of 1,500 second feet 
amounts to nearly 1,100,000 acre feet 
per year. Three months’ supply at 
one-third above the average would be 
365,000 acre feet. 

Reservoir sites of large capacity are 
very scarce in southern California, 
but the reservoir of the Los Angeles 
County Flood Control District in San 
Gabriel Canyon, with a spillway eleva- 
tion of 1,767 and a capacity of 220,000 
acre feet at that level, represents a 
possibility, if the aqueduct is located 
so as to bring water in at a sufficiently 
high elevation. The Pine Canyon 
Reservoir of the city of Pasadena, four 
miles above Azusa, will have a flood 
line at elevation 1,220, and provides 
64,000 acre feet of storage. All loca- 
tions of the aqueduct yet considered 
could use the Pine Canyon Reservoir. 
The Puddingstone Reservoir near San 
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Dimas offers possibilities for 20,000 
acre feet, with a surface elevation of 
975. Ultimate necessity may require 
the use of Lake Elsinore for storage 
purposes. Its present elevation of 
about 1,220 would enable it to serve a 


large area. 
UNDERGROUND RESERVOIRS 


Reference has previously been made 
to the existence of extensive under- 
ground storage capacity in the alluvial 
fills which underlie the valleys and 
plains between the mountains and the 
sea in the Los Angeles and adjacent 
areas. Due to the presence of under- 
ground barriers which form closed 
basins, the water levels form a succes- 
sion of terraces with intervals of eleva- 
tion as large as two hundred feet. 
When the water levels are high in these 
basins, leakage occurs at generally 
known gaps into the lower water 
terraces. A great saving of power 
results from pumping water supplies 
from a basin higher than the area to 
which service will be made. Replen- 
ishment of the upper ground reservoirs 
insures more complete utilization of 
available storage, as well as greater 
conservation due to the greater dis- 
tance and consequent longer time be- 
fore it can escape to the ocean, the 
movement of water underground being 
only a few feet a day. 

The greatest economy in the use of 
water results from the application of 
the principle of reuse of return waters, 
with original application being made 
in so far as possible to the higher lying 
areas. 

Any plan of distribution for the 
Metropolitan Water District should 
take advantage of these underground 
basins, not only for storage, but also 
to some extent as a means of natural 
transportation and delivery. 

The underground reservoirs can only 
serve their full utility if their levels 
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are materially drawn down in periods’ will be achieved. If the population 
of deficient water crop on local water- of an area situated so as to be depend- 
sheds, thereby making opportunity for ent upon a common source of water — 
conservation of flood runoff when it can become organized into a com- 
comes in cyclicsuccession. Suchlower- prehensive district having the objective . 
ing of water levels is inconvenient and of augmenting the water supply for _ 
causes increased cost of production at the whole area, former rivalry andcon- 
the time, but joint considerations of flict of rights should largely disappear, 
conservation and full use of water to the accompaniment of increased 
resources require it. benefits for all. ¢ tees 

At the present time, the valleys and The Metropolitan Water District _ 7} 
plains are getting practically full of southern California, then, has vast ; 
benefit of return waters, as the water potentiality for good, not only as it - 
is used and reused on successively lower may bring in the one element which is an 
levels. With the development of sewer still needed to make possible a full __ 
systems, there is great danger, particu- development of this region of the 
larly to the upper valleys, of adopting state, but also as association in the 
what seems at times to be the easiest district will inevitably bring com- 
disposal, that of building a pipe to the munities into an improved understand- 
ocean and robbing the closed basins of ing of, and fuller codperation with, 
the return flow, amounting to over each other in this and other great pur- 
one-half of the water used. By sub- poses, while preserving their own iden- 
stituting treatment plants for ocean tities. The foundation alone of the 
outfall lines, and by spreading the district is a mark of great progress in 
sterilized effluent upon gravel washes, the field of intercommunity relations, 
what in effect would represent a one and is the fruit of much labor on the 
hundred per cent increase in draft part of those men who fostered it. It 
upon available water supplies can be represents in being what was sought in 
averted. the abstract, as expressed in Bulletin 
19, Department of Public Works, 
previously cited: 


ECONOMIC AND PoLiTIcAL 
SIGNIFICANCE OF THE DistrRIcT 


Control of water to secure maximum 
It has long been recognized that ap- supply at costs determined by the economic 
plication of the doctrine of riparian situation is an engineering problem, and 
nights, which did not involve economic _ that problem is solvable. 
and beneficial use of water, was a great __ Ahead of the engineering accomplishment 
obstacle to full and efficient use of is the engineering of men. The decision 
existing water resources. So long as of the community at large must be made. 
water development is made by small For accomplishment, its public bodies, its 
units on a competitive basis, water semi-public water organizations, and its 
individuals must unite in teamwork to 
conservation will not be accomplished pool, rearrange, and compromise existing 
when and where it will do the greatest interests, to legislate and to create a com- 


good, nor will water production be petent organization to carry out the en- 
done where greatest economy and use _ gineering solution. 
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Colorado River Conferences and Their 


By L. 


Los Angeles City Council 


Colorado River Agent, Department of Water and Power, Los Angeles, California; Formerly, President 


ee G a dam in the Colorado 
River for the purpose of protect- 
ing the lands of southwestern Arizona 
and southeastern California from the 
annual floods caused by the melting 
snows in the mountains of Wyoming, 
Colorado, New Mexico, and Utah, and 
for the conservation of the millions of 
acre feet of flood waters which now run 
to waste annually, affects so many di- 
vergent interests that from the begin- 
ning of the agitation for the project it 
has seemed almost impossible to corre- 
late the conflicting claims. 

The Colorado River has been under 
observation by army engineers and 
officials of the Department of the In- 
terior since 1857. Therefore, there 
were on hand considerable data when 
an act of Congress “‘to provide for an 
examination and report on the condi- 
tion and possible irrigation develop- 
ment of the Imperial Valley in Califor- 
nia” was approved May 18, 1920. 
This act, known as the Kinkaid Act, 
directed the Secretary of the Interior 
to examine the Imperial Valley with a 


- view to determine the area and char- 


acter of unirrigated lands in the valley 
which might be irrigated at reasonable 


- cost, and to report to Congress the 
result of his examination and his recom- 
_ mendations as to the feasibility and ad- 
_ visibility of undertaking a dam on the 
_ Fiver and the participation therein by 


the United States. The Secretary of 
the Interior was also required to report 
in detail the character and estimated 
cost of a plan, and “if the said plan 


shall include storage, the location, 
character, and cost of said storage.” 


Report 


The report required by the Kinkaid 
Act was submitted to Congress Febru- 
ary 28, 1922, and is known as Senate 
Document 142, Sixty-seventh Congress, 
Second Session, popularly known as the 
Fall-Davis report. This report, con- 
sisting of nearly three hundred pages of 
maps, charts, photographs, and minute 
details, recommended that the United 
States Government construct a canal 
from Laguna Dam to Imperial Valley, 
the Government to be reimbursed by 
the lands benefited; that public lands 
to be reclaimed be reserved for ex- 
service men; and that the United States 
Government construct “‘a reservoir at 
or near Boulder Canyon on the lower 
Colorado River, to be reimbursed by 
the revenues from leasing the power 
privileges incident thereto.” 

A bill, commonly known as the 
Swing-Johnson Bill, to carry out the 
recommendations contained in this 
report, was promptly introduced in 
Congress. In a report on the bill to the 
Senate Committee on Irrigation and 
Reclamation, in 1926, Secretary of the 
Interior, Hubert Work stated: 


The building of a unified power plant by 
the Federal Government in the place of 
allocating power privileges, as proposed in 
the bill, is regarded as more efficient 
and cheaper. 


Prior to the submission of the Fall- 
Davis report, a conference, presided 
over by Secretary of the Interior A. B. 
Fall, was held at San Diego, California, 
on December 12, 1921. At this con- 
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ference representatives of various in- 
terests and different localities expressed 
their views on the complicated prob- 
lem. Representatives of the four states 
along the headwaters of the river ob- 
jected to the erection of a dam on the 
lower Colorado, on the ground that the 
erection of such a dam would create a 
priority against future development in 
those states, unless an agreement was 
first entered into defining the status 
of the various states regarding future 
appropriations of water. 


RivER ComMIssION 


Pursuant to an act of Congress, ap- 
proved August 19, 1921, President 
Harding appointed Secretary of Com- 
merce Herbert Hoover as the chairman 
of a commission made up of one repre- 
sentative from each of the seven states 
in the Colorado River Basin. The mem- 
bers of this commission were appointed 
in conformity with acts of the legisla- 
tures of the several states, and the com- 
mission’s function was to attempt to 
divide the waters of the Colorado River 
system between the various states. 

Meetings of this commission were 
held during the summer of 1922 in 
Washington, D. C.; Cheyenne, Wyom- 
ing; Denver, Colorado; Salt Lake City, 
Utah; Los Angeles, California; Phoe- 
nix, Arizona, and Santa Fe, New 
Mexico. At the meeting held in Santa 
Fe on November 24, 1922, a document, 
since known as the Colorado River 
Compact, was formulated and signed 
by the representatives of all the states. 
This compact, instead of allocating to 
each state a certain amount of water, 
divided the water of the Colorado 
River system between two groups of 
states. The irrigable areas in the states 
of Colorado, New Mexico, Utah, and 
Wyoming, on the upper portion of the 
river, are separated by several hundred 
miles of deep and narrow canyons from 
the irrigable areas in the states of 
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Arizona, California, and Nevada, onthe 
lower portion of the river, and the com- __ 
mission divided the water between an _ 
“Upper Basin” and a “Lower Basin.” — 
By the terms of the compact, Article 
III, paragraph A, there was appor- 
tioned in perpetuity to the Upper Basin _ 
and to the Lower Basin, respectively, 
the exclusive, beneficial consumptive _ 
use of 7,500,000 acre feet of water per 
annum. Paragraph B permitted the © 
Lower Basin to increase its beneficial — 
consumptive use of such water by | 
1,000,000 acre feet per annum. The ‘ 
7,500,000 acre feet of water apportioned 
annually to the Lower Basin was quali- 
fied in paragraph D by the proviso that | 


the states of the upper division will not 
cause the flow of the river at Lee’s Ferry * 
to be depleted below an aggregate of 75,000,- a 
000 acre feet for any period of ten consecu- | 
tive years. 


Large storage, it was agreed, 
necessary to protect the states of rod 
Lower Basin from the possible use by 
the states of the Upper Basin of practi- 
cally the entire flow of the river during 
periods of little runoff, the deficiency - 
to be made up during periods of large 
runoff within a ten-year cycle. Excess 
flow in years of large runoff will be _ 
wasted into the sea if a storage reser- — 
voir of large capacity is not provided. 
The data in the hands of the commis- 
sion indicated that there were some 
17,400,000 acre feet of water to be 
divided annually. Fifteen million acre © 
feet of this flow were divided equally by ~ 
paragraph A, and the Lower Basin was 
permitted to increase its consumptive 
use by 1,000,000 acre feet per annum 


Article III provided that, if the United . 
States of America should recognize that 
the united states of Mexico by treaty 
should receive a right to use water of — . 
the Colorado River system, this Mexi- _ 
can water would be supplied from the © 


¥ 
yf 


‘id 
we 
ite 
he 
of 
ite 
ed 
ial 
by 
ds 
>X- 
Les 
at 
jer 
by 
yer 
he 
he 
his 
in 
he 
nd | 
he 
by 
of 
in 
ent 
ill- 
led 
B. 
ia, 
n- 


unapportioned surplus. If the surplus 
was not sufficient to supply the Mexi- 
can demand, then the Upper Basin and 
the Lower Basin equally should bear 
the burden of the deficiency. 


Arizona Reruses To Ratiry 


This compact was submitted to the 
legislatures of the various states in- 
terested in January, 1923, and was 
promptly ratified by all the states with 
the exception of Arizona. After two 
years spent in fruitless negotiations, it 
was suggested that a way out might be 
provided by having the six states which 
had ratified the compact reratify, with 
a proviso that the terms of the compact 
should become effective when ratified 
by six states. Colorado, Nevada, New 
Mexico, Utah, and Wyoming ratified 
the Colorado River Compact on a six- 
state basis in 1925. At the session of 
the California legislature in 1925, the 
seven-state ratification of the Colorado 
River Compact was repealed and a new 
ratification made upon a six-state basis, 
with the proviso that this ratification 
should not become effective until Con- 
_ gress had passed an act providing for 
storage of not less than 20,000,000 acre 
feet upon the lower Colorado River. 
At the session of the Utah legislature, 
held in 1927, that state rescinded its 
approval of the compact on a six-state 
basis, leaving only five ratifying states. 

After several years of controversy 
the Swing-Johnson Bill, in December, 
1928, passed the Senate by a vote of 
sixty-five to eleven, and passed the 
House one hundred and sixty-seven to 
- one hundred and twenty-two, and on 
_ December 21st was approved by Presi- 
- dent Coolidge. The first bill passed by 
the California legislature at its 1929 
session was an act ratifying the com- 
pact on a seven-state basis, and on 
- March 4th an act ratifying the com- 
pact on a six-state basis also was ap- 
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proved by the Governor. On March — 


6th, the governor of Utah signed an act 
ratifying the compact on a six-state 
basis. 


Upper States ARGUMENT 


The reason advanced by the repre- 
sentatives of the states of the Upper 
Basin for a compact dividing the waters 
of the Colorado River system was to 
protect the “rights” of those states, 
It was argued that development in the 
Upper Basin would be much slower 
than in the Lower Basin, and that 
priorities might be established in the 
Lower Basin which would interfere 
with development above, unless an 
agreement was entered into which 
would reserve to those slower develop- 
ing states a fixed amount of water for 
their use against such time as they were 
ready to put it to beneficial use. Un- 
der the law of prior appropriations, as 
recognized in all the states of the Colo- 
rado River Basin and upheld by the Su- 
preme Court of the United States, the 
citizens of any state may appropriate 
water and put it to beneficial use, re- 
gardless of state lines, so long as such 
appropriation does not encroach upon 
prior appropriations. The theory upon 
which the compact idea is founded pro- 
ceeds upon the principle that this well- 
established law shall be set aside and 
a new law instituted. This new rule 
provides that appropriators of water in 
the Upper Basin states may at any fu- 
ture time appropriate up to 7,500,000 
acre feet of water, although such ap- 
propriation may take water from a 
prior appropriator in the Lower Basin. 
Therefore, the purpose of the Colo- 
rado River Compact is not to protect 
“rights” which now exist, but is to 
create new “rights.” Representatives 
of California have at no time objected 
to the theory advanced in this new law, 
although the old principle worked im- 
mensely to the advantage of California’s 


development. 
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ARIZONA AND THE COMPACT 


> 


The reasons advanced by the Arizona 
representatives for refusing to ratify 
the Colorado River Compact were the 
same as those advanced by represen- 
tatives of the Upper Basin states who 
wanted a compact, namely, Arizona 
feared rapid development in California 
and desired that water be reserved for 
use in that state. This position was 
taken despite the fact that in recent 
years Arizona has developed more 
rapidly in the use of the waters of the 
Colorado River system than has Cali- 
fornia. In addition to the desire for an 
allocation of water, Arizona advanced a 
demand for revenue to be derived from 
the power which would be generated by 
the Colorado River project. 

Various conferences have been held 
by commissioners representing the 
three states of the Lower Basin, with- 
out any result to the present time. At 
the first conference, which was held in 
Phoenix, August 17, 1925, Governor 
George W. P. Hunt very frankly stated 
Arizona’s position in these words: 


What does she (Arizona) want from the 
Colorado River? If you ask me specifi- 
cally what she wants, I reply to you frankly, 
without any apology, that we do not know. 
... Weare satisfied to permit the Colorado 
River to remain a potential asset until we 
are ready to utilize the same. . . . If we 
have something you want and can utilize, 
economic justice dictates that it be paid 
for. . . . The State of Arizona expects to 
derive revenue from every unit of electrical 
energy generated in this state that is 
utilized in other states. 


This conference adjourned without 
accomplishing anything. 

In the Prescott Courier of October 15, 
1926, Governor Hunt is quoted as 
saying: 


Los Angeles wants the water from the 
river—says they need it to drink. Well, 
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they have the ocean right next doortothem, _ 


let them drink that water. 


A Yuma paper of October 16, 1926, 
quotes the Governor as saying: 


I'll be damned if California ever will 
have any water from the Colorado River 
as long as I am Governor of Arizona. 


The same article also quotes the _ 


Governor as saying: 


As long as I am Governor, no dam shall 
be built at Boulder Canyon. 


NeEvVADA-CALIFORNIA PROPOSAL 


At a conference held by the repre- 
sentatives of the three states, Decem- 
ber 1, 1925, Nevada and California 
delegates submitted a proposal that — 
from the main stream of the Colorado 
River the State of Nevada should 
have 300,000 acre feet per annum and 


the waters of the Virgin River; that | 7 ; 


Arizona should have her present per- 
fected rights, amounting to 232,000 
acre feet per annum, and the waters of — 
the Gila, Bill Williams, and the Little 
Colorado Rivers; that California was 
to receive 1,095,000 acre feet per an- 
num for domestic uses and present 
perfected rights to 2,146,600 acre feet. 
The remainder of the 7,500,000 acre 
feet apportioned to the Lower Basin by 
the Colorado River Compact was to 
be equally divided between Arizona | 
and California. Under this division, 
Nevada would receive 300,000 acre 
feet, Arizona 2,095,200 acre feet, and 
California 5,104,800 acre feet, from the 
main stream of the Colorado River, in 
addition to which Arizona, from the 
waters of the Gila, Bill Williams, and 
Little Colorado Rivers, according to 
their own statements, would receive 
3,370,000 acre feet per annum, making 
a total of 5,465,200 acre feet, against 
California’s total of only 5,104,800 
acre feet. Arizona rejected this pro- 
posal and submitted a counter proposal 
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giving to Nevada 300,000 acre feet per 
annum and dividing the remainder be- 
tween Arizona and California. This 
suggestion would give California 3,600,- 
000 acre feet, and Arizona 3,600,000 
acre feet from the main stream, besides 
3,370,000 acre feet from the Gila, Bill 
Williams, and Little Colorado, thus 
giving Arizona 6,970,000 acre feet from 
the Colorado River system and Cali- 
fornia only 3,600,000. 

From the conflicting data presented 
by the partisans of California and 
Arizona, an approximation of the an- 
tagonistic claims appears to indicate 
that California has 515,000 acres of 
land now being supplied with water 
from the Colorado River by gravity, 
that an additional 365,000 acres may be 
reclaimed by gravity, and that 300,000 
acres can be put under cultivation by 
pumping water to one hundred and 
fifty feet, a total of 1,180,000 acres. 

In Arizona there appear to be 76,000 
acres of land now being supplied with 

water from the Colorado River by 
gravity, an additional 120,000 acres 
which may be reclaimed by gravity, 
and 634,000 acres which can be put 
under cultivation by pumping water 
to two hundred feet, a total of 830,000 
acres. 

If California uses 2,200,000 acre 

_ feet of water on lands now being sup- 
plied, 1,550,000 acre feet on new grav- 
; ity lands, and 1,200,000 acre feet on 
- lands to be supplied by pumping to a 
height not exceeding one hundred and 
fifty feet, it will require a total of 
4,950,000 acre feet, or 550,000 acre 
feet more than the 4,400,000 acre feet 
awarded her under the Boulder Canyon 
Project Act. If Arizona uses 310,000 
acre feet on lands now being supplied, 
500,000 acre feet on new gravity lands, 
and 2,540,000 acre feet on lands to be 
supplied by pumping to a maximum 
height of two hundred feet, it will 
require a total of 3,350,000 acre feet, 
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or 550,000 acre feet more than the 
2,800,000 acre feet awarded her under 
the Boulder Canyon Project Act. 

These deficiencies, as well as any 
water awarded to Mexico by treaty, 
will have to be provided out of the 
surplus water unapportioned by the 
Colorado River Compact. The fore- 
going compilation deals with water 
from the main stream only, and no 
account has been taken of the addi- 
tional 1,000,000 acre feet apportioned 
to the Lower Basin by paragraph B, 
Article III, of the Colorado River 
Compact, nor of the 1,095,000 acre 
feet of water filed on in behalf of the 
Metropolitan Water District of south- 
ern California for domestic use. 

Along with the water demands came 
Arizona’s request for revenue from the 
power to be developed at Boulder Dam, 
equal in amount to taxes which might 
be levied if the project was constructed 
by a private corporation. This re- 
quest was recognized by California as 
not being unreasonable, and to meet it 
the Nevada-California proposal recom- 
mended that one dollar per annum per 
installed horsepower be paid to the 
states of Arizona and Nevada from the 
project in lieu of taxes. This proposal 
was considered fair because of the fact 
that this is the amount of tax imposed 
upon hydro-electric plants in some 
states. 

Arizona rejected the California- 
Nevada suggestion of a tax of one 
dollar per annum per horsepower, and, 
although no formal proposition was sub- 
mitted, suggested that the figure should 
be six dollars per annum per horse- 


power. This conference adjourned 


without accomplishing anything. 


PowErR REVENUE CONTENTIONS 

At later conferences the question 
turned upon the amount of royalty 
which Arizona demanded from the 
power project. At one time it was 
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suggested this royalty should be one 
mill per kilowatt hour. On an esti- 
mated production of 3,600,000,000 
kilowatt hours per annum, such a tax 
would amount to $3,600,000 annually. 
At another time the suggestion of four- 
tenths of a mill per kilowatt hour was 
made. Upon the same basis of produc- 
tion this tax would amount to $1,440,- 
000 annually, to be divided between 
the states of Arizona and Nevada. 
This tax would appear generous, in the 
light of Arizona’s present utility tax 
policy and collection. 

Figures compiled from the proceed- 
ings of the Arizona State Board of 
Equalization indicate that in the year 
1928 the assessed valuation of gas and 
electric public utilities in Arizona was 
$11,600,055, the tax rate on which was 
seven and seven-tenths mills. This 
rate apparently yielded less than $85,- 
000. During the year 1928 it appears, 
from Department of the Interior data, 
that 335,640,000 kilowatt hours of elec- 
trical energy were generated in Arizona. 
Had this energy been taxed at four- 
tenths of a mill per kilowatt hour, the 
return would have amounted to $134,- 
256. A rate as low as two and one- 
half tenths of a mill would yield about 
$84,000, approximately the amount col- 
lected during the year. This figure of 
two and one-half tenths of a mill applied 
to the 3,600,000,000 kilowatt hours to 
be generated at Boulder Dam would 
yield $900,000 per annum. 

The provision of the Boulder Canyon 
Project Act, that 37.5 per cent of the 
surplus earnings of the plant (the 
amount remaining after the cost of 
operation, maintenance, and amortiza- 
tion have been taken care of) shall be 
equally divided between the states of 
Arizona and Nevada in lieu of taxes, 
is not satisfactory to Arizona. Her 
representatives demand a more definite 
figure. While the amount which will 
be received by those states is indefinite 
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years of the project, depending upon 
the rate at which the energy will be 
sold as weil as other 
undoubtedly the saving in interest 
alone during and after amortization _ si 
will in time make the sum very large. 
If Arizona demands that Arizona and 
Nevada shall receive a minimum sum 
from this source in lieu of taxes, it 
would seem to be only reasonable that 
a maximum should also be set, approxi- 
mately the highest present tax rate in 
either of the three states affected. 
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DENVER CONFERENCE 


At a conference held in Denver in 
August, 1927, called by the governors 
of the Upper Basin states in an at- 
tempt to compromise the differences — 
between Arizona and California, Cali- 
fornia asked for 4,600,000 acre feet of 
the water allocated to the Lower Basin 
by the Colorado River Compact and 
offered to quitclaim to Arizona 2,600,- 
000 acre feet, and the waters of her 
tributary streams. Arizona rejected | 
this proposal, but tentatively agreed to 
a proposition advanced by the gover- 
nors of the Upper Basin states that 
California’s quota should be only 
4,200,000 acre feet, the remainder 
going to Arizona, less 300,000 acre feet 
to Nevada. The Nevada apportion-— 
ment was agreed to in all proposals. 

When the Boulder Canyon Project _ 
Act was before the United States 
Senate in December, 1928, Senator 
Bratton of New Mexico offered an 
amendment, as a compromise between 
these conflicting claims, which gave 
to Nevada 300,000 acre feet, to Cali- 
fornia 4,400,000 acre feet, and to ve 
Arizona 2,800,000 acre feet per annum. 
The amendment was adopted. An- i 
other amendment, which was adopted, 7 
indicated what the Senate considered 
would be a reasonable compact be- __ 
tween the three states of the Lower 
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Basin, by providing that Arizona, 
California, and Nevada were authorized 
to enter into an agreement which would 
_ provide that, of the 7,500,000 acre feet 
annually apportioned to the Lower 
Basin by paragraph A of Article III of 
the Colorado River Compact, Nevada 
should receive 300,000 acre feet, 
Arizona 2,800,000 acre feet, and Cali- 
- fornia 4,400,000 acre feet, California 
and Arizona each to receive one-half of 
the surplus, or unapportioned, waters. 


Pornts oF DIFFERENCE 


The compromises written into the 
Boulder Canyon Project Act by the 
United States Senate, and tacitly 
agreed to by the Arizona Senators, are 
not acceptable to Arizona, as evidenced 
by the contentions of her commission- 
ers at the conference held at Santa Fe 
in February, 1929. Power revenue, 
and not water, is the crux of the matter 
in Arizona, as is evidenced by state- 
ments from various individuals from 
time to time during the years of con- 
troversy. Since the passage of the act, 
Professor G. E. P. Smith, of the Uni- 
versity of Arizona, in an article in The 
Tucson Star, said: 


As to the division of water, California 
needs much more than the 4,400,000 acre 
_ feet allotted to her in the bill. 


That Arizona hopes to capitalize 

California’s urgent need for water and 
exact power tribute is indicated in an 
article in The Arizona Republican of 
December 22, 1928, which said: 
_ The bill does not give to Arizona that 
revenue in lieu of taxation to which she is 
entitled. . . . California is in extreme 
need of the power to be supplied by the 
_ proposed project. Her need for domestic, 
or potable water, as it is termed in the bill, 
is even greater than her need for power. 


The Tucson Star of December 25, 
1928, said: 
Arizona’s chief demand has been that it 
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should derive a royalty tax from power 
developed by adam. If their first demand 
had been granted, Arizona might have 
received six dollars per horsepower. 


This would have provided a sum 
approximately equal to the ordinary 
annual expense of running the Arizona 
state government. 

The points of difference between 
Arizona and California appear to be the 
Arizona demand for a fixed and definite 
amount of power revenue, in addition 
to that provided in the Boulder Canyon 
Project Act, and the division of the 
1,000,000 acre feet of water set up in 
paragraph B, Article III, of the Colo- 
rado River Compact: 


In addition to the apportionment in 
paragraph A, the Lower Basin is hereby 
given the right to increase its beneficial 
consumptive use of such waters by 1,000,- 
000 acre feet per annum. 


California contends title to this water 
may be acquired by appropriation 
without regard to state lines, and 
Arizona contends that 700,000 acre feet 
shall be reserved for use in Arizona. It 
is probable that this small difference 
may be adjusted, but the larger ques- 
tion of revenue from the project may 
continue to wreck future conferences. 


BENEFITS TO ARIZONA 


Whether Arizona approves the Colo- 
rado River Compact or whether she 
does not approve it, under the terms of 
the Boulder Canyon Project Act she 
will receive 2,800,000 acre feet and 
one-half of the unapportioned water 
from the main stream of the Colorado 
River and all the waters of her tribu- 
tary streams, together with 18.75 per 
cent of the surplus revenue from the 
Boulder Dam project. She will also 
have an option for six months to con- 
tract for one-third of the electric 
energy generated at Boulder Dam. 
This leaves only one point in contro- 
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versy, the title to the 1,000,000 acre 
feet of water set up in paragraph B of 
Article III. The question is whether it 
shall be treated as water to be taken 
by the first person who can put it 
to beneficial use, or whether it shall 
be treated as surplus water to be 
equally divided between California and 
Arizona. 

The threat of Arizona to go into 
court and hold up the development 
unless her terms are acceded to is 
hardly to be given serious considera- 
tion. The United States Government 
has the right to build the dam without 
the consent of any state. During the 
consideration of the bill in Congress, — 
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the Arizona Senators were the only — 4 
persons to question the right of the 
Government to build the dam. The _ 
provisions of the act as to ratification 
have been complied with, and each of 
the states ratifying on a six-state basis 
has also ratified on a seven-state basis. 
If Arizona ratifies, the work can pro- 
ceed at once; if Arizona does not rat- 
ify, the work can start June 2lst. 
While not absolutely necessary, it 
would clear the air if Arizona would 
come into accord with the other states. __ 
The construction of this great project 
would then go forward with the hearty 
approval of all the communities to be 
benefited 
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HE determination of the location 

of the first large storage dam on the 
Colorado River is an economic as well 
as an engineering problem. Everyone 
acquainted with the situation agrees 
that there is need of flood protection 
and storage for irrigation purposes, and 
there will also be need of additional 
power in the Southwest by the time a 
storage dam can be built. i 

SUMMARY OF PROBLEMS 

The Colorado River is one of our great 
national resources. It drains an area 
of two hundred and forty-four thousand 
square miles, one-thirteenth of the area 
_ of the United States south of the Cana- 
dian boundary. It comprises within 
its basin parts of seven states and of the 
Republic of Mexico. Its development 
is, therefore, a matter not only of 
interstate but of international concern. 
_ The navigability of the stream, while 
of little practical value at present, has 
been recognized by treaty, and the 
large areas of desert public land which 
can be irrigated from its surplus wa- 
ters add features of national interest. 
Taken singly or together, such are the 
- magnitude and scope of the problems 
involved that they challenge the best 
z> efforts of the engineer and the states- 


man. 
4 The development of the agricultural 
possibilities of the basin through irriga- 

tion has already made notable prog- 
ress. Under the ditches of the Im- 
-perial Irrigation District alone are over 

four hundred thousand acres, constitut- 
ing the largest single irrigation project 
in the United States. Government 
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projects and private developments 
throughout the basin have been ex- 
tended until there are now over two 
million acres irrigated from the waters 
of the main stream in the United States, 
and over two hundred thousand acres 
in Mexico. In the Lower Basin devel- 
opment has already reached a point 
where at times the entire low water 
flow of the river is not sufficient for 
irrigation needs. 


UrcGeEncy or Ftoop CoNntTROL 


In its present state of partial develop- 
ment, however, the river is a menace ho 
less than it is a benefit. Each spring 
the snows accumulated on the moun- 
tain slopes of the Upper Basin melt 
with the advancing season, until by 
the end of May the lower river has 
become a raging torrent. This flood 
usually reaches its peak late in May or 
in June, after which it ordinarily sub- 
sides, but the floods have been known 
to continue into August. Flashy floods 
from torrential rains on the middle 
and lower tributaries may occur almost 
any month of the year, and those from 
the Gila River have been known to 
reach a peak as high as any recorded 
from the main stream itself. 

Annually the river carries past Yuma 
an average of two hundred million 
tons of silt. When the river is not in 
flood, this silt burden is largely carried 
to the Gulf; but in times of flood, when 
the river spreads beyond its banks, it 
drops its load of silt not only at its 
mouth, but wherever along its course 
the velocity of the water is checked. 
Especially does this deposition of 
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material occur along, and near, the 
banks of its low water channel. These 
banks are thus built up by successive 
floods until they hold the waters to such 
an elevation that the main current of 
the stream eventually breaks through 
and finds a new channel in lower 
ground. 

In the delta region below Yuma, less 
restricted by natural lateral barriers, 
this tendency finds widest scope. 
Here the river has built a conical fan- 
shaped ridge, cutting off what formerly 
was the upper end of the Gulf of Cali- 
fornia. Along the crest of this flat 
delta ridge runs the river: one slope 
toward the south terminates at sea 
level at the present head of the Gulf of 
California; the other, extending north- 
erly on a much steeper slope, reaches a 
depression two hundred and fifty feet 
below sea level at the rim of the Salton 
Sea. The portion of the ancient gulf 
thus cut off constitutes the Salton 
Basin, the irrigated area of which, 
lying largely below sea level along the 
northward delta slope, is known as 
Imperial Valley. 

In ages past, the river has swung 
back and forth across this delta, dis- 
charging now into the gulf and now 
into the Salton Basin. Indian tradi- 
tion would indicate that this has oc- 
curred even since the basin has been 
inhabited. Preceding the coming of 
the white man, however, the river had 
flowed uninterruptedly into the gulf 
for such a period that the Salton Sea 
had become reduced through evapora- 
tion to a mere remnant, and the fertile 
acres of its former bed invited the 
construction of a canal from the river 
for their irrigation. 

In 1905 the river took possession of 
a temporary intake that had been cut 
for this canal in the river’s bank, and 
during eighteen months discharged its 
full flow into the valley. Turned 
toward the gulf again after months of 


effort, the river found its old channel in- 
adequate and soon abandoned it, seek- 
ing an outlet westward toward Volcano 
Lake and the Salton Sea. The over- 
flow waters, being prevented from 
reaching Imperial Valley by an exten- 
sive levee system, rapidly filled the 
Voleano Lake depression with silt. 
Each annually recurring flood, raising 
the overflowed portion of the delta 
higher by the amount of its deposited 
silt, required the levee each season 
to be raised and strengthened to keep 
pace with the ever rising flood levels. 
Finally, at a cost of over four hundred 
thousand dollars, the Imperial Irriga- 
tion District constructed the Pescadero 
cutoff from the river toward a lower 
lying region to the south, and thus 
gained a temporary respite from its 
assaults. Within a few years at the 
most, the silt deposits will raise the | 
elevation of this latter area to a point - 
where the main current of the floods — 
will again be thrown to the west and 
north, at which time the assaults of the - 
river on the Volcano Lake levee will be 
renewed with assurance that sooner or _ 
later another break into the valley will 
occur. 
The menace in case of such a break is 
not limited as at Yuma, and above, to 
the loss of crops and improvements and 
the cutting away of a few or many 
acres of valuable land, serious as that => 
menace is. Besides allthis, the greater 
danger here is that the levee, once _ 
breached, and the river at flood turned _ 
into Salton Sea, the steep gradient of __ 
its course will induce the cutting © 
through the soft alluvial soil of a gorge 
in which the flow may not be checked — 
until a large part of the valley has 
become submerged beneath the waters _ 
of an inland sea. 


IRRIGATION NEEDS 
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i now irrigated from the flood menace, 


the matter of securing an adequate 
water supply for lands now irrigated 
and for those susceptible of irrigation, 
but not now irrigated, is of importance. 
Practically everywhere within the basin 
_ irrigation is necessary for successful 
farming operations. Less than one- 
fourth of the area that is feasible of 
irrigation in the Lower Basin now re- 
-ceives water, and this area at times 
absorbs the entire low water flow. 
If, however, the floods are conserved 
and the entire runoff of the stream 
is utilized, the regulated flow will be 
sufficient to supply all the lands in the 
Lower Basin that can feasibly be 
irrigated from the river. 
There will be urgent need in a very 
_ few years for additional water supply 
7 for domestic purposes in southern 
California. It has been definitely con- 
Ee cluded that the only feasible source 
remaining undeveloped is the Colorado 


River, but its dry season runoff is 
already overappropriated for irrigation 

The proposed diversion to the 
cities on the Pacific slope is, therefore, 
impossible until the flood runoff of the 
river is effectively controlled by a 
reservoir of large storage capacity. 


Power REQUIREMENT 


An adequate source of power at a 
‘ low cost is much needed in the South- 
west at the present time to supply its 
a = growing power market and 
to aid in its industrial development. 
7 Coal deposits here are lacking or in- 
ze Oil fields, while producing 
Ss abundantly now, are subject to such 
_ rapid exhaustion and their output is of 
=x so much greater value for other pur- 
poses that they cannot constitute a 
‘permanent source of industrial power 
on a large scale. The progress of 
hydro-electric power development in 
California has been remarkable, and 
there are still a number of undeveloped 
power sites in that region. ‘The more 
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feasible sites, however, have been 
developed and some projects now un- 
der way there or planned for early con- 
struction are near the limit of feasibil- 
ity, under present conditions. The 
development of some additional source 
of power in this region at an early date 
is greatly needed to supply its con- 
stantly increasing demands. Mines, 
railroads, and local industries in Ari- 
zona, Nevada, and southern Utah are 
suffering under a similar handicap. 

Flood control is the urgent need of 
the Lower Basin, and irrigation is 
generally considered in the arid region 
as a use of water superior to its use for 
power where the two conflict. In the 
present instance, however, investiga- 
tions have demonstrated that an op- 
portunity exists above the Boulder or 
Black Canyon in northwestern Arizona 
and southeastern Nevada for the con- 
struction of a single reservoir which will 
combine flood control and irrigation 
storage and at the same time, without 
interference with free and complete 
extension of irrigation in both the 
Upper and the Lower Basins, permit 
the development of a large amount of 
power. This power can be made not 
only to repay the entire construction 
cost of dam and power equipment, with 
interest, but will remain thereafter a 
permanent asset. 

Power development on the Colorado 
at the present time is in its infancy. 
Distance from centers of population, 
the presence of enormous coal deposits 
in the Upper Basin, and the absence of 
large industrial demand have com- 
bined to render such development to 
date of minor importance. Eventu- 
ally dams at Flaming Gorge, Dewey, 
Kremmling, and other sites on the 
upper river, together with the con- 
struction of a great series of dams in 
the canyon region, dropping the water 
step by step, may provide between 
three and six million horsepower with- 
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out invading the boundaries of the 
Grand Canyon National Park. 

Market for development to any 
such extent is, of course, lacking now, 
and economic power development can- 
not far precede the development of an 
assured market. In southern Cali- 
fornia, however, the growth of the 
power load is rapidly exhausting the 
available hydro-electric resources of 
the state. 


WATER SUPPLY AND IRRIGATION 


The irrigable lands in the Colorado 
Basin fall naturally into two groups: 
those above the canyon region on the 
upper reaches of the river and its 
tributaries, in what is known as the 
Upper Basin; and those below the 
canyon region, in what is similarly 
known as the Lower Basin. For con- 
venience, Lee’s Ferry, just below the 
Arizona-Utah state line has _ been 
adopted as marking the point of divi- 
sion between the two basins. 

The Upper Basin is the source of by 
far the larger portion of the water 
supply of the river. While a large 
part of the waters arising in this region 
can be utilized for irrigation by diver- 
sion from natural flow and by storage 
on the upper tributaries, physical 
conditions are such that a considerable 
portion of this water, augmented by 
the unutilized return flow from Upper 
Basin irrigated lands, will always re- 
main in the river as it flows past Lee’s 
Ferry and be available for use on lands 
below. Above Lee’s Ferry the total 
area of lands in the Upper Basin now 
irrigated, and of future development as 
it may be predicted from present con- 
siderations, is 4,187,000 acres. 

Below Lee’s Ferry and above La- 
guna Dam are a number of valleys ag- 
gregating some four hundred and sixty- 
nine thousand acres of irrigable lands 
which can be irrigated by diversion 
from the river, but of which only 
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Reclamation. 


forty thousand acres are now being 
irrigated. Such levees as have been 
built along these reaches of the river — 
have been repeatedly breached, and ‘ 
flood control as well as irrigation 
storage is essential if any considerable 
area of these lands is ever to be 7“ 
reclaimed. 

Laguna Dam is the point of diversion at 
of the Yuma project of the Bureau of 
Below Yuma lies the d 
Colorado River delta, the northward 2 
slope of which lying largely in Cali- | 
fornia and extending to the Salton Sea, 
two hundred and fifty feet below sea 
level, is known as the Imperial Valley. 
Below Laguna Dam, around seven 
hundred thousand acres are now under 
irrigation, and estimated future de- ; 
velopments for which water is esti- 


mated to be available with complete 
utilization of the river brings the total 
for the Lower Basin below Laguna © 
Dam to 1,699,000 acres for which water _ a 
will be available, when the river is 
controlled. 

In order completely to realize the — - 
irrigation possibilities of the Lower 


Basin, with full development as above, . 
provision of storage capacity to = - 
extent of at least 26,000,000 acre feet _ : 
will be required. 

LEVEES VERSUS RESERVOIRS FOR ia 


FLoop ContTROL 


1% 


Two principal methods of flood con- 7 
trol may be considered for the Lower | 
Basin: levees and reservoirs. Levees 
at present protect the Yuma project 
lands and the lands of the Imperial ‘ 


Valley. They are a source of continued 

and, as the delta rises, of constantly 
increasing expense. No construction 
short of a complete line of levees” _ 
adequately maintained on both sidesof 
the river from Laguna Dam to the > 
Gulf of California can be considered as 
a complete solution of the problem,and 
such construction would impose an 
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insupportable burden of expense. Re- 
duction of the maximum flow at Yuma 
to 40,000 or less second feet will keep 
the river below that point within its 
natural banks at most places, will 
- make the rock-protected levees now 
constructed in that region safe against 
attack, and will permanently free the 
Imperial Valley from the present an- 
nually repeated menace of possible 
submergence by the waters of the Colo- 
rado River. While levees will still 
have to be maintained, at least until 
_ the Gila floods are similarly controlled, 
q _ their maintenance under these condi- 
tions will be a minor matter as com- 
pared with the present heavy annual 
maintenance expense. Gila floods, 
while sometimes of high maximum 
discharge, are always flashy in charac- 
ter, and even if a flood from that source 
7 should break the levees it would sub- 


river should be established through 
such break. 
Provision of 10,000,000 or more acre 


side so that repairs could be effected 
before the permanent course of the 


_ feet storage capacity in a reservoir on 
the lower river operated solely for flood 
: control will effect a reduction of all 
floods to the above maximum of 40,- 

000 second feet, with the exception of 
such floods so far in excess of any that 

have occurred within the period that 
records have been kept on the river 

that their recurrence may not be 
anticipated as often as once in one 
hundred years; and these exceptional 
floods can be controlled within 70,000 
second feet. At the top of a larger 
reservoir otherwise devoted to irriga- 
tion or power storage, that flood con- 
trol storage capacity may be reduced 
somewhat, or, say, to 8,000,000 acre 
feet, or at most 10,000,000 acre feet. 
last named alternative is by far 
‘the lowest in cost of any effective 
method of flood control for the lower 
valley. 


LocaTION OF FLoop ContrROL RESER- 
VOIRS 


Careful and thorough investigations 
have proved conclusively that Im- 
perial Valley cannot be protected from 
floods by storage on the upper river 
above the Grand Canyon. The flood 
control reservoirs must be below the 
Grand Canyon. 

Any development on the Colorado 
River should, if possible, be made in 
such a manner as not to interfere with 
the development of any other section of 
the river. Besides, in planning the 
development of the Colorado River 
consideration should be given, first, to 
river regulation and flood control due 
to the urgent need of flood control for 
the Imperial, Blythe, and Yuma Val- 
leys; second, to storage for irrigation; 
and third, to power development. 
The latter should be subordinate to 
the other requirements. The power 
developments should be used as far as 
possible to defray the cost of storage. 

Any dam constructed in the river 
should fit into a general scheme of 
maximum practical development for 
the purposes of flood control, irrigation, 
and power. To this end sufficient 
storage should be provided adequately 
to control floods, at first largely for the 
prevention of avoidable damage, and 
later to obtain the maximum benefits 
from the use of such waters for irriga- 
tion and the production of power. 
Other considerations permitting, deep 
reservoirs should be chosen in prefer- 
ence to shallow ones, as the exposed 
areas and consequent evaporation 
losses are less. Head should not need- 
lessly be sacrificed. It is necessary to 
take into consideration present develop- 
ments, not only in the Colorado River 
Basin but in adjacent territory, and the 
likelihood of early additional develop- 
ment, because storage should be built 
at such a point as to permit power that 
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can be developed at the storage dam 
to be within practical transmission 
distance of large power markets. This 
phase of the program should not be 
lost sight of in considering the best way 
to develop the river as a whole. 

If the flow of the river is equated, an 
average flow of something like 20,000 
second feet will result (with the present 
upstream depletion). From Yuma to 
the Gulf the river does not overflow its 
natural banks on the rising river until 
it reaches a stage of 30,000 to 50,000 
second feet, varying somewhat due to 
local conditions. While the river me- 
anders and cuts unprotected banks at 
practically all stages, levees protected 
with rock are not endangered until a 
flow of 45,000 or 50,000 second feet is 
reached. It, therefore, appears that 
with the floods of the main Colorado 
controlled by reservoirs to a maximum 
of 40,000 second feet, most of the 
difficulties with floods below Yuma 
would be at an end. 

A careful study of the flow of the 
river has shown that at least 8,000,000 
acre feet of storage (10,000,000 acre 
feet, at least, if in a small reservoir for 
flood control only) are required for 
flood control on the lower Colorado 
River, to regulate floods to 40,000 
second feet or less, with the present 
stage of development in the Upper 
Basin. It is anticipated that ulti- 
mately this may be safely reduced to 
5,000,000 or less acre feet, as diversions 
increase in the Upper Basin, and as 
additional reservoirs are constructed 
upstream, with large regulatory, flood 
control, and freeboard storage capac- 
ity. About 15,000,000 acre feet of 
storage are required for complete irri- 
gation development in the Lower 
Basin, though much less would suffice 
for the present, gradually increasing to 
the larger amount as new projects are 
constructed in the Lower Basin, and as 
additional upstream depletion occurs. 


As the river discharges an average of 

approximately 100,000 acre feet of silt 
annually, an allowance of about 5,000- 
000 acre feet of capacity should be 
made for silt storage, which will also 
serve as dead storage to increase the 
mean power head. Combining these 
variable factors indicates that a total 
storage capacity of about 26,000,000 

acre feet should be provided. . 

A question naturally arises as to 
which of several possible dam sites 
below the Grand Canyon should be 
used first. A good reservoir site is a 
somewhat rare topographic feature. 
Satisfactory foundation conditions 
must exist at the dam site from the 
standpoint of strength, tightness, and 
depth. The reservoir should be large 
and must be tight, so that the losses 
will be small. Other considerations — 
are its accessibility, available construc- 
tion material for the dam, and the ~ ay 
amount of evaporation from the reser- 
voir surface. It is, therefore, not sur- 7 
prising that of the many proposed 
reservoir sites that have been investi- ; 
gated only a few are worthy of serious 
consideration. 

As to adequate storage capacity for 
irrigation and flood control, this factor 
is by far the most important, as the use 
of water for irrigation must take prece- 
dence over that of power. The ob-— 
ject of development should be, first, 
the protection of the present irrigated _ 
land from the ever present dangers of 
inundation and water shortage, and 
thereafter the provision of adequate | 
storage capacity to permit the utmost 
development of the water resources of — 
the entire basin. In working out the 
best solution of the problem as a ——- 
to provide for (1) flood protection, 
(2) storage for irrigation, and (3) a site fi 
so located as to be within transmission : | 
distance of a power market, a reser- _ 
voir at Boulder Canyon, with a dam — we 
constructed at the lower site in Black a Ay 
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Canyon, has the following advantages: 

(a) It is readily accessible. 

(b) Foundation conditions at the 
dam site are excellent. 

(c) Construction materials of dem- 
onstrated suitability are available near 
the dam site in sufficient quantity for 
the construction of any dam consid- 
ered. 

(d) It will not interfere with any 
proposed irrigation project. 

(e) Within the limits considered, 
estimates indicate that storage can be 
created in Boulder Canyon Reservoir 
at less cost than at any other known 
site on the lower river. 

(f) It is a better power site than the 
Diamond Creek site, having greater 
reservoir capacity for the same rise in 
which increases the 
_ potential power, and being closer to 
the principal power market, which 
makes power developed of greater 
unit value. 

(g) It is well adapted to develop- 
ment of power in connection with a 
flood control dam because of the great 


head available. 


(h) In case of the larger reservoirs, 
_ the area of water surface exposed to 
loss through evaporation is less than at 
other sites. 

(i) It is so located as to control 
discharge from all important tribu- 
 taries, with the exception of the Wil- 
jiams and Gila Rivers. 

(j) It is nearest the lands to be 
benefited of any points on the river 
where it is feasible to construct a 
reservoir adequately providing for 
ultimate requirements of flood control, 
silt, and irrigation storage combined. 

(k) It is the most advantageous site 
at which the entire cost of construction 
can be repaid through the marketing 
of power developed incidentally at the 
dam site. 

Ultimately, all the head on the 
Colorado River should be developed 


for power, and the first dam built on 
the river should be so located as to fit 
into a general plan of complete river 
development. Long and serious con- 
sideration has been given to this sub- 
ject. Various schemes of river devel- 
opment have been worked out in 
order to determine whether the con- 
struction of the high dam at Black 
Canyon will interfere with the best 
ultimate development of the river, and 
it has been found that it will so fit in 
and will not interfere with the best 
ultimate development. Pat 
Desicn oF THE Dam 

A dam at Black Canyon to provide 
the storage required for the proper 
control of the river will stand five 
hundred and sixty or more feet above 
the present low water level of the river. 
Allowing for the excavation of gravel 
and unsound rock, it is expected that 
the total height will be over seven 
hundred feet. This is far in excess of 
any dam so far constructed. A great 
deal of theoretical study and experi- 
mental work will be required before 
final designs are completed. 

Designs made to date are of a prelim- 
inary nature. It is too early to make 
a definite statement as to what type of 
structure will best meet the require- 
ments of the site, but a gravity dam 
seems to be indicated. With the 
height contemplated much of the sup- 
posed simplicity of the gravity type 
disappears, and considerable ingenuity 
is required to keep the stresses within 
safe limits. In a low gravity dam the 
chief problem is to provide sufficient 
weight to prevent sliding on the founda- 
tion, and to so distribute the weight as 
to prevent overturning. As the height 
is increased, attention must be given to 
the pressure on the rock, and stresses in 
the dam itself, to insure that failure by 
crushing will not occur. In dams of 
ordinary height the stresses are con- 
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trolled by the simple expedient of in- 
creasing the batters of the faces, thus 
widening the base and increasing the 
strength of the structure; but a point is 
finally reached where further flattening 
of the faces weakens, rather than 
strengthens, the structure. This diffi- 
culty may be overcome by arbitrarily 
increasing the batter in the upper part 
of the section, in order that a combina- 
tion of great thickness and nearly 
vertical faces may be possible near the 
base. 

It is evident that as the height of the 
structure increases, the stresses due to 
the simple weight of the masonry in- 
crease rapidly, and the maintenance of 
the low pressures usually recommended 
for low dams becomes difficult and ex- 
pensive. It is, of course, necessary to 
keep within the bearing strength of 
the rock, but it is more economical to 
increase the strength of the concrete by 
enriching the mixture than to attempt 
to keep the stresses within the allow- 
able limits for ordinary lean concrete. 
A maximum pressure of forty tons per 
square foot appears, from studies thus 
far made, to give a reasonable struc- 
ture. 

It is desirable that an attempt be 
made to estimate the importance of 
secondary stress effects. ‘The proposed 
site is relatively deep and narrow. The 
gravity cantilever section will not be 
entirely free to deflect. Considerable 
restraint from horizontal beam and 
arch action may be expected. The 
effect of these factors will tend to re- 
duce the principal stresses, especially 
at the maximum section. The effect 
on abutment sections needs to be care- 
fully investigated. The possibility of 
splitting forces and other damaging 
effects of setting shrinkage require 
special study. 

Always in the design of a gravity 
dam the density, or unit weight, of the 
concrete is of importance. In a low 
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dam it is desirable that the masonry be 
heavy, in order that stability may be 
secured with a minimum volume. In 
an extremely high dam the situation is 
reversed. When strength rather than 
mass stability becomes a controlling 
factor it is desirable that the concrete 
be as light as strength and water tight- 
ness will permit. 


of locating light aggregate and of 
sufficient strength and soundness for 
this important structure. 

The design of the spillway for the 
dam depends upon the amount of 
reservoir capacity dedicated to flood 
control. If the flood control capacity 
is relatively small some kind of spillway 
must be designed to handle large 
floods. As the spillway level will be 


five hundred and fifty or more feet — 


above water in the river below, it can 
readily be seen that the matter of spill- 
way design is an even more difficult 
problem than the design of the dam 
itself. It will tax the ability of the 
most experienced designing engineers 
to design a safe spillway, at reasonable 
expense, to handle even 100,000 second 
feet through a fall of 550 feet. 

Within the period of record there 
have been floods of nearly 200,000 
second feet. An engineer of the Santa 
Fe Railroad Company estimated that 
a flood which occurred in 1884 may 
have reached a maximum of 384,000 
second feet at Needles. Driftwood on 
the river bank near the Bright Angel 
gauging station indicates that floods 
of at least 250,000 second feet have 
occurred at that point. 

In my judgment, the most efficient 
and economical way to handle these 
floods is to provide sufficient flood con- 
trol storage capacity in the reservoir so 
that any flood that may ever come, 
even those that occur only once in one 
hundred or five hundred years, can be 


Considerable ex- _ 
ploration has been done in the vicinity _ 
of the proposed dam, with the purpose — 
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regulated to a maximum of 40,000 to 
60,000 second feet. It would then be 
possible to discharge such amounts of 
water through outlet works of types 
and capacity well within precedent and 
not have any spillway at all. It is 
believed that 12,000,000 acre feet of 
flood storage capacity in the upper 
portion of Black Canyon Reservoir, 
including the 2,000,000 acre feet avail- 
able as freeboard storage capacity, 
would make it possible to control any 
flood that may ever occur to 60,000 
second feet. Such control will reduce 
the cost of levees and flood protection 
measures from Black Canyon to the 
Gulf and save a large annual expense 
to Blythe, Yuma, and Imperial Val- 
leys. Besides, it would materially re- 
duce the cost of spillways for any and 
all dams that are constructed later on 
below Black Canyon. 

The question of whether a specially 

designed spillway, probably utilizing 


28 Tue ANNALS OF THE AMERICAN ACADEMY” 


the diversion tunnels on the left bank 
of the river, is essential to the safety of 
the dam, or whether an extreme flood 
might overtop the dam without en- 
dangering it, as has generally been 
assumed, is very important, but chiefly, 
however, as it affects the total cost of 
the project. The addition of a spill- 
way does not in any way decrease the 
amount of flood control storage re- 
quired for proper protection of the 
valleys below the dam. In fact, the 
capacity needed for flood control will 
be somewhat greater with a spillway 
than otherwise, since the freeboard 
storage will be less effective, espe- 
cially if the spillway is constructed 
with a free crest uncontrolled by a 
gate structure. If insufficient storage 
capacity is reserved for flood control 
purposes, the dam will become a 
menace rather than a safeguard, with 
the constant threat of immense spill- 
way discharges. 
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The Financial and Topographical Problems of the 


Colorado River Aqueduct Project 
4 By E. A. 
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_ Locating Engineer, Colorado River Aqueduct Project, Los Angeles, California welts 


NE of the boldest undertakings 

ever attempted for providing a 
metropolitan water supply was that 
recently proposed for securing a por- 
tion of the surplus waters of the Col- 
orado River for the inhabitants of the 
cities of the coastal plain of southern 
California, and the building of an 
aqueduct to bring this water to these 
cities. That the building of such an 
aqueduct in the reasonably near future 
is necessary is borne out by two impor- 
tant facts: first, the present water 
supply of the city of Los Angeles will 
prove inadequate in another ten or 
twelve years if this city continues its 
present rate of growth; second, the 
plane of the ground water from which 
many of the other growing cities of 
southern California obtain their water 
supply is being permanently lowered by 
continual overdraft: 

In order that a clearer understanding 
may be had of the financial and topo- 
graphical problems involved, it will be 
well first todiscuss briefly the magnitude 
of this project and its major factors. 


MAGNITUDE OF THE PROJECT 


The proposed aqueduct will be 
unique in two respects. It will be of 
greater carrying capacity than any 
previously constructed aqueduct, as 
it will have a rated capacity of fifteen 
hundred cubic feet per second, or ap- 
proximately nine hundred and seventy 
million gallons daily; and it probably 
will not be, in its entirety, of the usual 
gravity type. In design, the plans so 
far considered are quite similar to 
those of the Catskill Aqueduct for the 


New York water supply. a 
29 


Much of the country through which 
construction work will have to be car- 
ried is vast desert waste land scattered 
with rugged mountain ranges acting 
as barriers. There is, however, a 
stretch of territory near the western 
end of the proposed aqueduct which is 
highly cultivated. Orange groves and 
vineyards abound, and a number of 
small cities and towns are in the direct oe 
path of this great water carrier. The : 
complex problem which will have to be ps 
solved is the location of an aqueduct in © 
relation to these varied conditions. 

The Colorado River in its lower _ a 
reaches is situated at an elevation not 
greatly above sea level. ad 


Many ofthe 
cities of the coastal plain of southern a an 
California to be supplied with water _ 
from this source are relatively higher = 
in elevation. Therefore,any aqueduct 
with its point of intake in this portion : ” 
of the river must be of non-gravity type, “ 
or one through which the water will have - Se. 
to be pumped over a part of its length. a 

In order to pump the water economi- “ins ; 
cally in any non-gravity type of aque-— 
-_ it will be necessary to have avail- 


ion unit price. During the Seventieth 
Congress, Second Session, an act was 
passed entitled “Boulder Canyon Proj- 
ect Act,” which was approved by the 
President on December 21, 1928. 
This act provides for the construction 
of a dam at Black Canyon, or Boulder 
Canyon, which will create a reservoir 
having a minimum capacity of twenty : 
million acre feet. It also provides for 


the construction and operation of » 


power plants, or lease of power privil- ~ 
eges. The only available power for 
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the operation of any non-gravity aque- 
duct will be that created at Boulder 
or Black Canyon. 

To construct a gravity aqueduct and 
thus avoid pumping would require the 
diversion of water far upstream, or 
almost at the Grand Canyon of the 
Colorado. Such a route would prob- 
ably have its point of intake at Bridge 
Canyon, over one hundred miles above 
the Black Canyon dam site. It has 
been suggested that a dam approxi- 
mately eight hundred feet in height 
might be built at this point. This 
would create a reservoir of some six 
million acre feet in capacity and would 
raise the water level to such an eleva- 
tion that it might be possible to con- 
struct a gravity aqueduct as suggested. 
However, even if it were found feasible 
to build such a high dam, it would en- 
tail the construction of a very long and 
costly aqueduct. 


Tue Sitt 


The Colorado River at all times 
carries large quantities of sediment or 
silt. Laboratory tests extending over 
a period of many years have determined 
the average silt content to be about .62 
per cent. It is obvious that the 
elimination of this silt so as to make the 
water suitable for domestic use is a 
problem of great magnitude. In the 
judgment of most engineers, the best 
method of desilting the Colorado River 
is by means of enormous reservoirs. 
The Colorado River Board, made up 
of eminent engineers and geologists, of 
which Major General William L. 
Sibert was chairman, in its report to 
Congress in December, 1928, stated 
that by the construction of a dam at 
Black Canyon to create a reservoir 
having a storage capacity of twenty-six 
million acre feet, complete silting of 
the reservoir would not occur for at 
least one hundred and ninety years, 
even without further upstream devel- 
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opment. With further upstream 
development, this period would be 
extended. 

Several sites are available for reser- 
voirs for reregulating and redesilting 
the river below Black Canyon. With 
favorable foundation conditions, it 
would be possible to construct a dam at 
any one of these sites and create a 
reservoir with a capacity of a million 
or more acre feet. Some of the dam 
sites were investigated a few years ago, 
and one is now being drilled. The 
Black Canyon Reservoir will com- 
pletely desilt the river water and make 
possible its regulation as to ordinary 
floods. Consequently, there should 
be a gradual desilting of the stream bed 
below the dam. While it is impossible 
definitely to estimate the time neces- 
sary for the ultimate stabilization of 
the stream bed, the Sibert Board con- 
cludes that there will be a marked 
improvement in the first ten years. 
However, the construction of a re- 
regulating reservoir at any one of these 
sites should solve the silt problem in 
the lower reaches of the river for a long 
time to come. 

The topographic problems are many 
and varied. ‘The intake for the aque- 
duct may be placed at any one of a 
number of suitable points for diversion 
along the river in a stretch of over 
four hundred miles between the Grand 
Canyon and the Mexican boundary. 
This fact has necessitated the making 
of a careful topographic survey of all 
possible points of intake and also of 
several reservoir sites which might be 
utilized in connection therewith. 

The determination of the proper lo- 
cation for its western terminal involves 
a study of the methods for distributing 
water from the aqueduct to the many 
cities in the coastal plain of southern 
California. This is best done by 
studying the topographic features of 
the territory to be traversed. 
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PROBLEMS OF THE COLORADO River AQuEDucT PROJECT 


Between these two termini there 
exists a complex situation of desert, 
mountain, and valley topography. 
The greater portion of this intervening 
territory was unmapped at the time of 
beginning the surveys for the Colorado 
River Aqueduct. The United States 
Geological Survey, forty or fifty years 
ago, did some topographic work in 
southern Nevada and northern Arizona. 
An examination of the quadrangles 
covering the area mapped by this 
branch of Government service, and a 
comparison with the actual elevations 
found in the field, showed that these 
maps were not sufficiently accurate to 
be of use in the preliminary planning 
of an aqueduct location. On the other 
hand, the quadrangles made by the 
Geological Survey in recent years are 
accurate, and, where available, were 
incorporated in the system of maps 
produced without further survey. 

After a preliminary reconnaissance 
of the territory over which an aqueduct 
might be located, it became apparent 
that there would be several alternative 
routes. Along each possible route an 
area was mapped of sufficient width to 
cover any range of gradients and lifts 
that might be considered. As the 
topographic survey progressed along 
these routes, the advantage of com- 
pletely mapping the remaining terri- 
tory lying between the Colorado River 
and the coastal cities was deemed of 
sufficient value to engineering study to 
warrant its undertaking. The survey 
was therefore extended. Based upon 
this survey a large contour relief map 
was constructed, which is now on dis- 
play in Los Angeles. This relief map 
has proved a great aid in visualizing 
the problem at hand. 


Mertuop or MappinG 
A brief description of the method of 
mapping might be of interest. The 
topographic survey of the desert area 


the “‘plane table method,” which is 
that used by the Geological Survey in 
all its mapping for the topographic 
atlas of the United States. When 
this method is used, it is necessary to 
first install a system of horizontal and z : 
vertical control which might be classed _ 

under three separate headings, namely, hai 
triangulation, traverse, and leveling. ye! 
By means of triangulation or chained 
traverse the position of a great many > 
points is accurately determined and 
plotted on plane table sheets. The to- 
pographer then places a sheet upon a 
drawing board of suitable dimensions 
and levels and orients the board with 
respect to the meridian. Then, by 
means of an instrument called an 
alidade, which is in the nature of a sur- 
veyor’s transit mounted on a straight- 
edge or ruler, he proceeds to take his 
readings and plot them on his map in — 4 
their correct positions. Theelevations 
of these readings are determined by = 
means of leveling, or vertical angles, __ 
such as is used in the ordinary method 4 


of surveying. As a result of the topog- 
rapher’s work upon his plane table 
sheet, there is obtained a map covered ; ian 
with elevations and contour lines. 
It is upon maps of this character that 
the locating engineer plans his aque- 
duct line. The Geological Survey 
quadrangles showing contours and ~ 
contour elevations, which may be 
found on sale in most book stores, _ 
are familiar examples of this method of _ 
mapping. 
The triangulation for the Colorado 
River project has been based upon the 
best available data furnished by the _ 
United States Geological Survey and _ 
the United States Coast and Geodetic a _ 
Survey. Wherever available, the first 7 


order lines of the Coast and Geodetic 
Survey have been used as bases and as 
lines upon which to check for closure. 

An area of over twenty thousand 
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square miles has been furnished with 
horizontal control. This area is ap- 
proximately contained within the tri- 
angle which has Los Angeles for one 
vertex, Yuma, Arizona, for another, 
and the mouth of the Virgin River in 
Nevada for the third. The total 
number of new points established and 
geodetic positions determined in the 
execution of this survey to date is over 
sixteen hundred. These triangulation 
stations have been marked by galva- 
nized iron pipe and cap set in concrete. 

Traverse lines have not been neces- 
sary on the Colorado River project 
except for a short distance along the 
river near Blythe, California, triangu- 
lation being by far the most economical 
and satisfactory control in an open, 
yet rugged country, such as is found in 
this area. 

The necessary vertical control has 
been extended largely by checked loops 
or double checked level lines over the 
area mapped. The datum is mean sea 
level, as derived from various bench 
marks of the Geological Survey and 
the Coast and Geodetic Survey. 

As the result of the establishment of 
this system of horizontal and vertical 
control, an area consisting of more 
than eighteen thousand square miles 
between the Colorado River and 
the coastal cities was mapped. The 


_ greater portion of the country was 


quite accessible for survey work. 
However, in some instances it was 


~ necessary to build roads in order to gain 


~ access to the more remote parts of the 


as 128° F. 


desert. Approximately one hundred 
and thirty miles of these roads were 
constructed, and even with this aid 
recourse had to be made at times to 
pack trains in order to reach the most 
inaccessible places. There were also 
intense heat conditions to contend 
with during the summer months, the 
temperature at times reaching as high 
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From five to fifteen plane table par- 
ties were actively engaged throughout 
the entire period of survey. Many of 
the plane table men or topographers 
were formerly in the Government 
service. With these experienced men, 
the progress of the work was greatly 
expedited. It might be of interest to 
know that copies of these maps have 
been supplied to the United States 
Geological Survey in Washington and 
are being incorporated into the topo- 
graphic atlas of the United States, 
now under preparation. 

The topographic survey is now near- 
ing completion. Most of the maps are 
finished and a careful investigation is 
being made of all possible routes for the 
Colorado River Aqueduct. Estimates 
are now under way to determine the 
construction and operating costs of 
each route. 

The results of these studies will be 
submitted to a board of eminent con- 
sulting engineers and geologists for 
review and recommendation as to the 
most desirable route to follow. When 
all of the elements are taken into con- 
sideration, the consulting board will 
undoubtedly recommend the route 
which places on the population to be 
served the least financial burden com- 
mensurate with an aqueduct having the 
best location, construction, and operat- 
ing characteristics. 


Tue Merropouitan Water District 
Act 

In order that the several cities of 
southern California may participate in 
the proposed aqueduct project, the 
Metropolitan Water District Act, pro- 
viding for the formation of metropoli- 
tan districts for the purpose of develop- 
ing, storing, and distributing water for 
domestic purposes, was recently passed 
by the legislature of the State of Cali- 
fornia. Under this act such a district 
may be formed of the territory included 
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within the separate boundaries of any 
two or more municipalities. 

In accordance with this act, the 
Metropolitan Water District of south- 
ern California came into being and was 
incorporated following the authoriza- 
tion duly voted and passed at an 
election held in November, 1928. Up 
to May 1, 1929, eleven cities have 
entered this Metropolitan Water Dis- 
trict, and others have signified their 
intention to join. It is expected that 
in the course of time a large majority 
of the cities of southern California will 
enter the district. There is also a 
provision in the act that unincorpo- 
rated territory, urban in character, 
may become a part of the district by 
forming water districts and entering 
as such. 

An interesting provision of the act, 
which prevents one city from taking 
more than its share of water against 
the interest of other cities requiring 
water, reads as follows: 


(Section 5144.) Each city (including by 
definition water districts in incorporated 
territory) the area of which shall be a part 
of any district incorporated herein, shall 
have a preferential right to purchase from 
the district for domestic and municipal 
uses within such city, a portion of the water 
served by the district, which shall from time 
to time bear the same ratio to all of the 
water supply of the district as the assessed 
value of property, assessable for district 
purposes in such city, shall bear to the as- 
sessed valuation of all property assessable 
for district purposes in the district. 


In the event of any deficiency in the 
supply, the water will be prorated in 
accordance with assessed valuations. 

Before the final determination is 
made of the particular route to be 
followed, the economics of the situation 
require that a general study be made of 
several elements, such as: length of 
construction period in years, and latest 
date for completion; population to be 


served, and probable growth of this 
population; future demand for water | 
for the Metropolitan Water District, 
and quantity to be supplied from _” 
Colorado River. 

In addition, the following items must 
be analyzed for each of the several 
routes under consideration: estimated 
capital cost of the completed project, 
and a program of construction 
ture; interest during construction; 
amortization of investment; cost of 
power for pumping, in case of a non- — 
gravity aqueduct; annual operation, — 
maintenance, and depreciation charges; _ 
and total annual cost, including 
credit for revenue from return power 
where available. ‘ 

Engineers of the United States 
Bureau of Reclamation have estimated - 
that a period of from seven to eight 
years will be necessary to complete the 
Bolder Canyon project. It therefore 
seems advisable to take this same pe- __ 
riod of time for the construction of 
the Colorado River Aqueduct, so that 
when water is available by storage on 
the river the aqueduct can be placed in 
operation. It is possible to lay out a 
construction program to complete — 


aqueduct within this period of time. | 
With construction started in 1932 and 
finished in 1939, the aqueduct would 
come into use at the time when popula- 
tion studies show that the available 
supply of local sources would just about 
balance the demand for water. 
The estimated population of the por- 
tions of the counties of Los Angeles, 
Orange, Riverside, San Bernardino, 
and San Diego, in southern California, 
which could be supplied with water 
under this project was, in 1929, approx- 
imately 2,650,000. In 1932 conserva- 
tive estimates indicate that this num- 
ber will have increased to 3,000,000; 
in 1939, to 3,750,000; in 1950, to 5,000,- 
000; and in 1980, to 8,500,000. 
In the area which can be included in Ri 
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“Metropolitan Water District of 
southern California, careful studies of 
a > the water available for domestic use, 
- _ with that imported from the Owens 
: 7 Valley for the city of Los Angeles, 


indicate a supply of about seven hun- 
_ dred cubic feet per second, or four 
hundred and fifty million gallons daily. 
: At the present time the water used 
_ for domestic purposes in this area as a 
whole is less than the indicated avail- 
able supply. By 1939, when the 
aqueduct could be finished, the de- 
mand will about equal the supply. 
_ Thereafter the deficiency would be 
made up by water from the Colorado 
River. By the year 1980, the aque- 
duct should be operating almost to 
capacity. Should the assurance of an 
abundant water supply cause a more 
rapid growth of population and indus- 
try than that estimated, the full 

capacity of the aqueduct would be 
oat required before that date. 


ESTIMATED Cost OF THE PROJECT 


' The estimated cost of any of the 
several routes will vary with the hy- 
_ draulic gradient. The flatter slopes, 
due to reduced velocity of water and 
correspondingly increased cross section 
7 -f of the aqueduct, obviously will cost 
more to build. Where an aqueduct is 
‘ designed with pumping plants along 
the line, any reduction in hydraulic 
r 3 gradient will decrease the head pumped 
against, and consequently the cost of 
operating the pumps. Therefore, in a 
non-gravity aqueduct the cost of pump- 

ing must be balanced against the inter- 


ment in a non-gravity aqueduct from 
the Colorado River might vary within 
wide limits. For the purpose of this 
paper, an aqueduct costing two hun- 
dred million dollars, which is well within 
the range of estimated costs of the 


est and other charges on the cost of 

construction. Due to these variable 

factors, the estimated capital invest- 
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several routes, and employing the use 
of pumps for its operation, will be 
analyzed. An eight-year construction 
period has been assumed. 

It is obvious that the entire expendi- 
ture will not be made during the first 
year of construction. Normally, it 
might be assumed that the cost could 
be divided into eight approximately 
equal installments. However, such 
items as rights of way and construction 
equipment will materially increase the 
expenditure during the first year. On 
the other hand, certain sections of the 
aqueduct would not be constructed in 
their entirety within the eight-year 
period. Pumping plants and force 
mains could be installed in units as 
needed, thereby deferring a portion of 
the cost of the aqueduct for a consider- 
able period of time. 

Based upon the estimated population 
and the expenditures for an assumed 
construction period of eight years, the 
per capita cost in 1939 will reach a 
maximum of fifty dollars, or sixty 
dollars, including interest during con- 
struction. By the year 1980, with the 
then population, both these figures will 
be reduced to about one-half. 

The construction cost of two hundred 
million dollars for the proposed aque- 
duct will be financed by the issuance 
of bonds against the district. By the 
terms of the Metropolitan District Act 
these bonds may be paid off in forty 
equal installments, or the initial pay- 
ment may be deferred for a period of 
not more than fifteen years from issu- 
ance. In that event the whole amount 
of such indebtedness must be made 
payable in substantially equal annual 
parts in not to exceed forty years from 
the date of issue. 

Based on the anticipated growth in 
population and on the assumption that 
the bonds will be retired by the maxi- 
mum deferred payment plan, the an- 
nual interest and principal payments 
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together will not exceed fifty cents per 
capita in 1932. Thereafter there will 
be a gradual increase to a maximum of 
less than three dollars per capita by 
the year 1954. From that time on, 
there will be a reduction in the annual 
cost per capita until the bonds are 
retired. By 1980 this amount should 
be less than ten cents. 

In operating the proposed aqueduct 
the main item of cost is that of power 
for pumping. Up to the present time 
no definite price has been set for power 
to be purchased at the switchboard of 
the Black Canyon Power House. The 
cost to the Metropolitan Water Dis- 
trict has been variously estimated 
from as low as two mills per kilowatt 
hour to as high as four mills per kilo- 
watt hour. In this estimate the cost 
has been taken at three mills per kilo- 
watt hour, the maximum lift at sixteen 
hundred and fifty feet, and the maxi- 
mum head available for the develop- 
ment of return power at seven hundred 
feet. These heads are approximately 
those that would obtain on such au 
aqueduct. 

Using these figures and making due 
allowance for the annual cost of opera- 
tion and maintenance of the aqueduct, 
pumping plants, transmission lines, 
and power plants at the westerly end, 
and giving credit for a possible revenue 
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of five mills per kilowatt hour, the 
following conclusions are drawn: by the 
year 1940 the annual cost per capita 
for operation only of the entire project 
should not exceed twenty-five cents. 
Thereafter there will be a gradual de- 
crease to about one-half that amount 
by 1980. 

Taking all the above into considera- 
tion, the estimated total annual cost, 
including principal and interest pay- 
ments on the bonds, operation, main- 
tenance, and other charges, is less than 
fifty cents per capita in 1932. This 
amount increases to about $3.25 in 
1954, and after that there will be a 
gradual decrease until by 1980 the 
cost should not exceed sixty cents per 
capita for water delivered. 

In closing, inasmuch as the figures 
cited have been based upon a hypo- 
thetical case merely to show the work- 
ing out of the financial plan of the Met- 
ropolitan Water District, it has seemed 
advisable to give the figures in terms of 
cost per capita rather than in terms of 
unit of water delivered, because it is 
not known how much of the expense, 
at least in the early years of operation, 
would be borne by the rate payers and 
how much by the taxpayers. The 
figures show that the burden on each 
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The Status of Boulder Canyon Power Allocations’ 


By E. F. ScattErRGoop 


_ Chief Electrical Engineer and General Manager, Bureau of Power and Light, Department of Water 
and Power, Los Angeles, California 


American public has been 


made familiar with the Boulder 
Dam project as much because of what 
seemed a power control contest as for 
any other reason. Here was the dra- 
matic interest in the long drawn out 


controversy—one which seemed to 
center about the “entrance of the Gov- 
ernment into the power business.” 


But it has not been recognized gen- 
erally by the public that from the very 


beginning of the movement for develop- 
_ ing the Colorado there has been general 
agreement among all of the immediate, 


conflicting interests that income from 
‘power was expected to carry the costs 
of the project. This is the fact, how- 
ever. It was so stated categorically by 
Arthur P. Davis, then Director of the 
Reclamation Service, on December 12, 
1921, in San Diego, California. Such 
assurance was given to the Senate Com- 
mittee on Irrigation and Reclamation 
on January 12, 1926, by Dr. Work, 
Secretary of the Interior, in a state- 
ment upon the financial soundness of 
the project. Figures were submitted 
to show that the estimated annual! sur- 
plus arising from the sale of power 
would possibly pay the entire cost of 
development in twenty-five years. 

This discussion during the last two 
or three years as to the relative costs of 
power generation as between steam and 
water power raised anew the question 
of the self-sustaining character of the 
enterprise. In response to questions 
in the Senate, during the session of 
1928, authority was granted to what 
came to be known as the Sibert Com- 
1 As of November 25, 1929. 


mission to go into the figures once 
more. Again came the assurance of a 
power market and the evidence that 
water power can compete with steam 
and pay the bills on the Colorado. 
Further evidence appears in the fact 
that when the Secretary of the Interior 
called for bidders to take the power to 
be generated tentative contracts were 
presented for practically twice the 
amount available, although no definite 
selling price was set. Practically all of 
these bids came from municipalities 
and private companies of southern 
California. It may be significant that 
demands for power came from the pri- 
vate power interests which for years 
have been suggesting the infeasibility 


of the project. q 


OTHER DEMANDS ON POWER 


In addition, the states of Nevada and 
Arizona requested not only that a defi- 
nite allocation of power be set aside for 
uses within the state boundaries, but 
also insisted upon a substantial revenue 
or royalty from the sale of power to 
other communities or corporations to 
be divided equally between the two 
states. In order to accomplish this, 
they have insisted that the power be 
sold at the highest market price as 
compared with the cost of competing 
power generated by steam, and, in addi- 
tion, that a heavy charge be placed 
upon the water used as a domestic sup- 
ply for the municipalities of the coastal 
plain in southern California. In addi- 
tion to the demands of Arizona and 
Nevada, the State of Utah insisted 
that it is also a partner in the Lower 
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Basin settlement and demanded the 
sale of power to the highest bidder, in 
order that a substantial surplus over 
and above the annual expenses of the 
project could be divided between the 
states of Nevada and Arizona up to a 
certain percentage, the remainder to be 
placed in the fund created by the Boul- 
der Canyon Project Act for the purpose 
of further development along the river. 
Utah, also under the plea of being a 
member of the Lower Basin, at the last 
minute placed a claim for 50,000 horse- 
power to be allocated to her, even 
though her contribution to the Lower 
Basin as outlined by the Colorado 
River Compact is limited to the small 
quantity of water contributed by the 
Virgin River. 

All of these power demands have 
added to the burden already existing 
with reference to the allocation of the 
waters of the river, making the problem 
of a proper division of the benefits 
among the interested parties exceed- 
ingly difficult of solution. 

While the value of the power as a 
by-product to be used in the payment 
of the cost of the project has been thor- 
oughly appreciated, the question as to 
whether it should be developed by the 
Government as a neutral agency or by 
private interests came to be one of 
vital importance. Many seriously 
doubted the wisdom of permitting the 
Government to develop the power, be- 
cause of fear of its effect on private 
capital and enterprise. Others pro- 
tested against Government control and 
operation on the plea that private con- 
trol would furnish more efficient and 
economical results. On the other 
hand, many strongly urged that the 
project, being not only a national but 
an international problem, necessitated 
an agency not only of a neutral charac- 
ter, but one of sufficient power to cope 
with the state and international com- 
plications which naturally might ensue. 


They contended that under such a defi- 
nition only one agency could qualify— 
the United States Government. They 
also pointed out the fact that the Gov- 
ernment already had established a 
precedent for efficient operation in 
numerous reclamation projects where 
power was developed as a by-product. 


EFFortTs TO SETTLE DIFFERENCES 


In order that the different factions 
might be satisfied, the so-called Swing- 
Johnson Bill, as finally passed by Con- 
gress, was designed to permit the Gov- 
ernment to proceed with the work of 
development and gave the Secretary of 
the Interior discretionary powers in 
placing at his disposal three methods of 
power development, each of which, 
however, was to guarantee to the Gov- 
ernment a sufficient return to satisfy 
the financial requirements: first, the 
Government might lease to states, mu- 
nicipalities, or private agencies the 
right to develop power at the dam, 
with structures designed and built un- 
der their immediate control; second, 
the Government might design and con- 
struct the power plant and lease to out- 
side parties the power plant as a whole 
or in units; and third, the Government 
might design and construct the power 
plant and sell to prospective consumers 
the power as developed at the switch- 
board. 

After a great deal of discussion, a 
clause was finally inserted in the Swing- 
Johnson Bill providing that from any 
surplus monies received above the 
financial requirements of the project a 
sum of money equal to 37.5 per cent of 
such surplus should be divided equally 
between the states, to be construed as 
payment in lieu of taxation; the re- 
maining 62.5 per cent of such surplus 
to be paid into a fund to be used for the 
development of additional projects in 
the Colorado basin, due to the insistent 
demands of Utah and other states of 
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the Upper Basin. Thus, it appears 
that the power not only must pay the 
financial requirements of the project, 
but is also expected to pay a royalty or 
taxation to the states of Arizona and 
Nevada, and, in addition, furnish a 
fund by means of which other states, 
either in the Lower or Upper Basins, 
can be benefited by the development 
of projects within their boundaries. 


Susission or DEMANDS 
TO SECRETARY OF THE INTERIOR 


The Boulder Canyon Project Act, as 
approved by Congress and the Presi- 
dent of the United States, placed upon 
the Secretary of the Interior the re- 
sponsibility for action in order that the 
construction of the project might pro- 
ceed. Acting under this responsibility, 
the Secretary of the Interior imme- 
diately issued instructions that the 
Government engineers determine on a 
definite program of development. As 
soon as the engineers’ reports were 
sufficiently in hand, he issued the call 
for power applications and called for a 
hearing on these applications to be 
held on October 14, 1929. 

This hearing took place before the 
Secretary of the Interior, at which time 
applicants for power from the Boulder 
Canyon project were to appear and file 
any applications not previously filed 
with the Secretary.” 


2 The following requests were submitted to the 
Secretary of the Interior: Nevada-Colorado River 
Development Commission, Carson City, Nev., ap- 
proximately 180,000 h. p., or 23 per cent of the 
total amount to be developed; Metropolitan 
Water District of Los Angeles, 280,000 h. p.; City 
of Los Angeles, all, or an equitable allocation; 
Southern California Edison Co., Los Angeles, all, 
or an equitable allocation, or 6.3 per cent of the 
total h. p. available at Boulder Dam, or single 
purchasing agent for all the power in southern 
California; Southern Sierras Power Co., Denver, 
Colo., 45,000 kw., or 7.94 per cent of all power 
generated; Los Angeles Gas & Elec. Corp., 45,000 
kw., or 73,000 h. p., or one-third of the amount 
allotted to California; San Diego Consolidated 
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For the benefit of applicants, the 
Secretary of the Interior announced 
general regulations for the sale of power 
and water from the Boulder Canyon 
project. The price of power was fixed at 
1.63 mills per kilowatt hour, with provi- 
sion forreadjustment at theend of fifteen 
years from the date of the contracts, 
and every ten years thereafter, in ac- 
cordance with the provisions of the act. 
The rate for power was based on the 
assumption that the Federal Govern- 
ment would construct the dam, the 
power plant foundations and building, 
as well as the penstocks leading to the 
machinery in the building, and that the 
lessees would provide and install all 
machinery and equipment, and operate 
and maintain the power plant at their 
own expense. The Government was 
to operate and maintain the dam and 
the reservoir and control the flow of 
water past the dam. 

On October 21, 1929, the Secretary 
of the Interior announced his decision 
respecting power allocations and made 
provision for a hearing on November 
14, 1929, for protests, if any, respecting 
the decision. 

The decision allocating power, to- 
gether with a statement of various un- 
derstandings and provisions for re- 


Gas & Elec. Co., San Diego, Calif., amount not 
stated; City of San Diego, Calif., 150 cubic second 
ft. of water, and the power necessary to pump it; 
Palo Verde Mesa Development Assn., Los Angeles, 
18,000 kw.; City of Santa Ana, Calif., 10,000 
h. p.; J. T. Dobbin, Fredonia, Ariz., amount not 
stated; Katherine Midway Mining Co., Los 
Angeles, 5,000 h. p.; City of Glendale, Calif., 
50,000,000 kw. hrs.; United Verde Copper Co., 
Clarksdale, Ariz., 20,000 to 100,000 kw.; City of 
Pasadena, Calif., 25,000 h. p.; City of Burbank, 
Calif., 20,000,000 kw. hrs.; Consolidated Felspar 
Corp., Trenton, N. J., 150 to 325 h. p.; Yuma 
Utilities Co., Denver, Colo., 20,000 kw.; Public 
Utilities Consolidated Corp., Kingman, Ariz., 
100,000 kw.; Mohave County, Ariz., 100,000 h. p.; 
City of Newport Beach, Calif., 10,000 h. p.; Col- 
orado River Com. of Utah., Salt Lake City, 50,000 
h. p.; Arizona Power Co., St. Louis, 30,000 h. p. 
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allocation of power not utilized, is set 
down in part: 


The power to be developed at the Boulder 
Dam, subject to certain deductions, is to be 
contracted for as follows: 

To the Metropolitan Water District of 
southern California, fifty per cent, or so 
much thereof as may be needed and used 
for the pumping of Colorado River water. 

To the city of Los Angeles, twenty-five 
per cent; and 

To the Southern California Edison and 
associated companies, twenty-five per cent. 

These allotments are to be subject to 
certain deductions which may arise through 
the exercise of preference rights, i.e., 

(a) Not exceeding eighteen per cent of 
the total power developed for the State of 
Nevada for use in Nevada; 

(b) Not exceeding eighteen per cent of 
the total power for the State of Arizona, for 
use in Arizona, as above; and should either 
of the states not exercise its preference 
rights the other may absorb them up to 
four per cent; 

(c) Not exceeding four per cent for mu- 
nicipalities which have heretofore filed ap- 
plications. 

All such preference rights in whole or in 
part are to be exercised by the execution of 
valid contracts with the respective states 
and municipalities satisfactory to the Secre- 
tary, and the exercise of such preference 
rights is to reduce proportionately the above 
allotments to the district, the city, and the 
company... . 


The contract for the available power is to 
be made with the city of Los Angeles and 
the Metropolitan Water District, with 
various subcontracts assuring the above, 
and providing for a board of control made 
up of two members nominated by the city 
of Los Angeles and the Metropolitan Water 
District, two by the Southern California 
Edison and associated companies, and one 
by the Secretary of the Interior, to act with 
the city of Los Angeles in the operation of 
the plant. 


The term “municipalities,”’ to which 
the maximum of four per cent was allo- 
cated, refers to various smaller cities of 


southern California applying for power, 
other than the city of Los Angeles. 

During the hearing of November 14, 
1929, continuing for two days, attor- 
neys for the Southern California Edison 
Company protested that the company 
should be given eighty per cent of the 
power, but expressed an understanding 
that all agreed that the Metropolitan 
District should have such power as it 
may need for pumping. 

The “municipalities” protested that 
four per cent was not enough for them; 
in fact, not half enough to meet their 
needs, by the time that the power 
would be available. The city of Los 
Angeles pointed out that its allocation 
would not be more than one-third 
enough to meet its needs, and that it 
seemed that after the states of Nevada 
and Arizona and the Metropolitan Dis- 
trict were provided for, the various city 
applicants should be granted the total 
balance on the basis of their preference 
right, as provided in the Boulder Can- 
yon Project Act, as against private 
power companies, in view of the fact 
that the total balance would not nearly 
meet the requirements of the cities 
alone. 

The State of Nevada, through cer- 
tain representatives, protested that it 
should have more power allocated to it 
and that it should not be confined to 
state boundaries for its use, desiring 
the power for the future development 
of industry in Nevada and basing its 
claim primarily on preference right. 

All the “‘municipalities”’ and the dis- 
trict urged that the so-called “‘ board of 
control”? provided for in the decision 
should be representative, in its mem- 
bership, in proportion to the power 
allocations. They urged, further, that 
the board should be advisory only, and 
that the single operating agency under 
contract should be responsible to the 
Secretary of the Interior, for the reason 
that technical and practical operat- 
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, ing conditions require a single agency 

in control of the power house and 

ay, transmission; and also that a divided 

authority would greatly reduce the 

market value of the power on account 

of increased steam standby required 
at the place of use. 

The provision of the Federal water 
power act referred to in, and made a 
part of, the Boulder Canyon Project 
Act respecting preference rights reads: 


7 The commission shall give preference to 
applications therefor by states and munici- 
palities, provided the plans for the same 
are deemed by the commission equally well 
adapted, or shall within a reasonable time 
to be fixed by the commission be made 
equally well adapted, to conserve and util- 
ize in the public interest the navigation and 
water resources of the region; and as be- 
tween other applicants, the commission 
_ may give preference to the applicant the 
_ plans of which it finds and determines are 
; a best adapted to develop, conserve, and 
: utilize in the public interest the navigation 
, - and water resources of the region, if it be 
_ satisfied as to the ability of the applicant to 
earry out such plans. 


The private power interests con- 
in tended that the expression “in the 
public interest” includes not only the 

plans for the efficient and effective 

development and utilization of the re- 
source for supplying the public de- 
mand, but also the place and character 
of use to which it is to be put. If 
granted to states and municipalities, 
its use would naturally be confined 
within the limits of those political sub- 
_ divisions, while, in the instance of the 
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Boulder Canyon power, for example, if 
granted to private companies, it would 
be available for use outside of munici- 


palities in southern California. They 
claim that such broader distribution 
constitutes a higher and more general 
use, and that the plans of the munici- 
palities are not “‘equally well adapted.” 

The State of Nevada and the mu- 
nicipalities contend that such interpre- 
tation of the preference right would, 
for all practical purposes, destroy the 
provision altogether, and that such 
interpretation was not the intent of 
Congress, which is clearly to grant a 
preference to public agencies as against 
private agencies engaged in the devel- 
opment and distribution of a natural 
resource. Clearly, the interpretation 
of the private interests would destroy 
the provision for any practical use, for 
the reason that distributing lines of 
private companies rarely, if ever, are 
confined to the boundaries of any 
municipality or similar political sub- 
division. Hence, the plans of munici- 
palities could not, under such interpre- 
tation, ever be “equally well adapted.” 

In the hope that a postponement of 
his decision for another thirty days 
would give Arizona one more chance to 
join the sisterhood of states as a part- 
ner, the Secretary of the Interior an- 
nounced that he would withhold his 
final action until the middle of De- 
cember.* 

* To date (Jan. 25, 1930), no decision has been 
reached. A conference now in session in Reno, 
Nevada, is attempting to iron out the objections 
of Arizona. 
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Aqueduct Project, Colorado River, estimated 
cost, 34; estimated time to complete, 33; 
financial and topographical problems, 29-35; 
magnitude of project, 29; maps supplied to 
United States Geological Survey, 32; method 
of mapping, 31; silt problem, 30; topographic 
problems, 30-31; triangulation for, 31-32. 


Boulder Canyon Project, advantages of, 2; 
effect on community, 4; estimated time to 
complete, 33; general regulations for sale of 
power and water, 38. 

Boulder Canyon Project Act; amendments 
adopted, 17; compromises written into, 18; 
fund created by, 37; passed, 29; provision of 
17, 29; respecting preference rights, 40 


Colorado Aqueduct Association, 6. 

Colorado River, development of, 20—28; a great 
national resource, 20; aqueduct project, 29-35; 
deposition of silt, 20-21, 30; irrigation needs, 
21; levees versus reservoirs for flood control, 
23; location of flood control reservoirs, 24; 
power development, 22; Upper Basin and 
Lower Basin, 13-18; urgency of flood control, 
20, 22. 

Colorado River Compact; Arizona and compact, 
15-19; formulated and signed, 13; Nevada- 
California proposal, 15-17; purpose of, 14; 
ratified, 14; Swing-Johnson Bill, 14, 37; 
Upper and Lower Basins, 13-18, 23, 37. 

Colorado River Conference, see Conferences. 

Community Development; Boulder Canyon 
Project, 1-5; advantages, 2; importance of 
electric power, 1; Los Angeles survey, 3; 
water supply, 1 


Conferences, Colorado River, Their Implica- 
tions, 12-19; Colorado River Compact, 13-19; 
commission appointed, 13; Fall-Davis report, 
12; Kinkaid Act, 12; meetings of commission, 
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18; Swing-Johnson Biii, 12, 14; usa con- 
ference, amendments to Boulder Canyon 
Project Act adopted, 17. an et 


Denver Conference, see Conferences. a) 


Engineering Problems, Major, summary of, 
20-28; design of Black Canyon dam, 26-28; 
flood control, 23-26; irrigation needs, 21—22; 
power requirement, 22; water supply and 
irrigation, 23. 


Flood Control; considerations of reservoirs, 24; 
dam at Black Canyon, 26—28; levees versus 
reservoirs, 23; location of reservoirs, 24; ur- 
gency of, 20, 22. 


Metropolitan Water District, California; com- 
position and representation, 8; cost to, 35; 
water available for domestic use, 34. 

Metropolitan Water District Act, provisions of, 
7, 38, 34. 


Power Allocations, decision respecting, 38-39; 
demands on power, 36; efforts to settle dif- 
ferences, 37; status of Boulder Canyon, 36—40; 
submission to demands of secretary of in- 
terior, 38; surplus from sale of power, 36. 7 


Sibert Commission; authority granted, 36. 


Topographical Survey; maps supplied to United 
States Geological Survey, 32; method of 
mapping, 31-32. 


Water Distribution; Colorado Aqueduct Asso- 
ciation, 6; in Los Angeles area, 1-11; potenti- 
ality for good, 11; priceless reservoirs, 6; ter- 
minal reservoir requirements, 10; under- 
ground reservoirs, 10—11; unutilized source, 6; 
Water District Act, 7; water district of 
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